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MEMBER OF THE INSTITUTE OF PRINCE, 

PROFESSOR OF POLITICAL ECONOMY IN THE COLLEGE DE FRANCE. 


My Dear CnEVALiER, - 

It is with the most heartfelt pleasure tliat I inscribe 
this work with your name. 

I shall never forget the generous warmth with which you 
expressed your approval of its principles, when years ago, I, 
a perfect stranger, submitted it to you, as one of the greatest 
living masters of the Science. I shall ever feel honored by 
the constant public support you have given .me, and especially 
by your Report on my Works to the Institute of France. 

There is another reason, why 1 love to link your name 
with^this book. In one of his last letters, your illustrious friend, 
Freberig Bastiat, — the brightest genius who ever adorned our 
Science — says that he only longed to he assured, before he died, 
that his book should call forth another. 

My work was written before I bad even *heard of his name ; 
but when I read his works for the first time, to give an account 
of them in my Dictionary^ I was surprised and delighted to find 
that he had anticipated me on almost every point ; and that I 
was unconsciously re-constructing the Science on his pinnciples. 

IsTo one can feel more sensibly than I do how inferior I am to 
your lamented friend in literary skill: but our Ideas are the 
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bailie ; and I venture to say^ with confidence, that had he been 
living now^ there wonld have been no material diiierenec 
between ns on any point. 

ISTo words of mine can add to yonr well-earned fame. But 
Histoiy will record your unceasing efforts to promote the k*now- 
ledge of true Economic Science— the surest basis of the 
prosperity of nations— in your country, and the part you played 
in negotiating the Commercial Treaty of 1860. History will 
record the noble stand which you, alone in the Senate of the 
falling Empire, made against that fatal policy which has brought 
such unheard of calamities on the. pleasant land of France. 
Wonld that she had listened then to the wisdom of your 
counsels! Would that she would listen to you now! For 
her best hope of recovery lies in her learning and adopting 
those principles of Economics which you have so eloquently 
defended. 

Believe me to be, 

Ever affectionately yours, 
HEHEY DUNNING MACLEOD. 


London?, 

December Isf, 18^2, 
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IVheu an author wishes to shew that the view of a science 
most popularly hold is erroneous, and that he lias a better one 
to offer, it is an act of mere justice to himself to lay before his 
readers a simple statement of the facts upon which he rests his 
claim to their coiilidence. 

In the year 181^, when I was reading as a pupil in the cham- 
bers of my ever-lamented friend Mr. Bullen, whose memory will 
long be dear to many in tlie profession, the administration of 
the Poor Law was felt to be very unsatisfactory in many parts 
of Scotland. The district of Easter Ross, in which I resided, 
.consisting of nine parishes, appointed a Committee to consider 
what should be done. This Committee elected me, as repre- 
senting my father, the largest proprietor in the district, to be 
their Chairman, and it devolved npon me to devise an improved 
system of Poor Law Relief. Tlie question being perfectly novel 
was naturally surrounded by many diffcnlties, legal and. econo- 
mical. Having devised a system which I thought suitable to 
the circumstances of the district, I had next to satisfy myself 
and others that there were sufficient legal powers to enforce it. 
The Scotch Poor Law consists of a few Acts and Proclamations 
passed in the 10th and 1 'Ith centuries, which were then generally 
supposed to be obsolete, and had very little practical effect, and 
the then recently passed Poor Law Amendment Act of 1845. 
Having carefully investigated these various Acts and Proclama- 
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tioiiSy I was satisHed that, taken collectively, tin^y eoiiiaineti 
sufficient powers to carry out the system I wished to eiiibice. 
I drew up the Report for* the Ooiiniiittee, and the <]istuct, in 
reliance on the case I had ])re})ared for them, uiumimoiisly 
adopted the system I proposed, and it*] moved to he pirfeetly 
successful. In consequence of this success the Poor J^aw r>oaid 
of Scotland requested me to draw up an account of it, to ])e laid 
by them, in their lle})Oit, heibre Parliament. This Report of 
mine is cmilained in tlie Appendix to their Seven th Annual 
Report, for 1852 , and in tlioii Report the Board said — 

“l\Rliavc also pimtcd in the Appendix a veiy full and lucid statement, 
for which we are indebted to iMr II D Macleod, ol the ciicunistan<*es 
which led to the foruiatioii of the Easter Ross Pooriiouse conibiiiation, 
chiefly under his guidance, and of the results that have heen olstaincd by 
it. This communication, besides the inteiest attaching to it from Its 
geiicnil bearing on the question of the cxjicdiency of eiecUng Poorhoiises 
for iiiral Parishes in Scotland, has a paidicular value liom the nearer 
axiproximatioii of the social condition ot the inlialutaiits in Easter Ross 
to that of the po})uLitiuii in the Highland districts, than will be found in 
any other pari of the country, where the elFectsof a Foorlionsc have been 
tried ” 

On a subsequent occasion l^Ir. Smythe, of I.Iethveu Castle, 
Perthshire, the Secretary to the Board, stated : — 

‘‘ Your industry and talents bec.imc especially known 1o me wdide I fillei? 
the office ot Secretary to the Boaul of Supeujsion in Edinburgh, yvdien 
you took a very active part in foiming tlie Oomljin Uioii lor erecHng the 
Easter Ross Poorhouse. lain confident tiud vritliout your energy and 
pcrsevei an ce, Unit Combination would not then havcl^een Ibuncd. The 
views wdueh you at that time so clearly 'and ably enunciated in reguinl to 
the mode of administermg the Poor Laws in the Jlighlainl DbiiictN, have 
been of material service to the Boaid of Supei vision, and the example of 
Easter Ro§b has now been extemively followed, mainly in consequence of 
the inipiilse given by you It was from a desire to give as vide a eirciila- 
tioii as possible to views which to them appeared sound, that the Board 
xefeired to your Correspondence in their Annual Report for 1852. The 
whole system was then now and untried in that part of Scotland, and 
stood 111 need of an able advocate.” 

As this was the first regular introcliictioii of the Poorhouse 
svstem of relief into Scotland, as might naturally be oxqiectedj, 
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a eonsideraLle nnmbcr of uew legal points were rai? 
of whicli were taken into various Courts of Law, 
were carried up to the ITouse of Lords, but no oik 
ultimately decided contrary to what I had laid clc 
original Scheme. After superintending the working < 
system for six years, I resigned my oBice In cons 
ceasing to leside in ltoss-sliire.‘ 

I thus earned out successfully a great practical, 
Economical ex])eriment. 

Althoogli (lie administration of the Poor Law is 
poitant brancli of practical Political Economy, I ha 
any way studied the sii])ject of Political Economy 
nor even road any work on it. But in 1854, a cii 
occurred which compelled me to go thoroughly intc 
science. 

In 1844 and 1845, Sir Robert Feel passed Lis two 
Bank Acts, the latter for regulating the formation c 
Joint Stock Banks founded after that date. 

A Joint Stock Bank had been fouiidod under this I 
is always the case, when the Act came to be worked 
many new difficulties* occurred which had not been pr 
One of these related to tlie method in which the ca| 
Bank might be increased after it was started and in 

i On iny lesiguatioii my coUciigne-^ pa-s'scl llic liillowinq ii 

‘‘Easter UNIw^ 

o/<J Janiun 

“ Tliao lead lo Uio ld< Gtiiij; a lettm iioin Mi Macleod, stutiin 
HC(j_nt'iioc of Ills hiving gi’^’cn iip liis xessitloinc in he oIj 

tlioojllce of Chau man oi the Eoanl. 

‘•“In aecepting Mi Micleod’s resignation, the Eoaul desiio k 
apprceiation of the gi cat value (4 the seiYues he lemhued to 
foionng the Onion. They aie eon’inucd tint the e\ibtenee ol tlie 
estahli toent on a basis otiiiitahle to the v.uioue p'nidics, the guoc 
IIoiiKC, and uhnobt all the airangementsMhich have made it an ehec 
thcdnaaadfaof persons wliObC luee-'iiuos aie p..odni'ed oidy by ii 
V'hilc it increases the omnioits t>r the (h‘>tivmg pool-, are clue to tli 
piociircd hy SIi Macleod oi the v/oiknig oi the iKKchoube system m 
the coiintrj, to the ability iiifch which he digested the infornittiioii st 
the use of the parishes, to the pains ta,ken by him m foimmg the air 
bunging the establishment into opeiatioii. and the nnwearied labon 
iiiiiicd to bestow m the sii])eivision oi its evoi} dav proceedings ” 





Tlie Eoa's’cl of Trode was distinctly infoinietl berurcliaud of t‘u 
initiirc of tlio dilKcultyj and tbe method iii v/hiel^ tlie DlreetoiN 
proposed to overcome it. Tbe Cliaikr of the Bank vas pre- 
pared with the sanction and concuiTeiice of the Board of Trade 
and their legal adviber Mr. Bellendeii Ker^ and contained pro- 
visions for overcoming the dilliculty, and if the Board of Tradij 
had not agreed to them beforehandj the Bank never would have 
been founded at all. 

Relying on this promise, tlie Bank nns founded, and proved 
highly successful, and it soon became neccbsary to juit into foiee 
the provisions of the Charter for increasing its capilak 

When, however, the Directors of the Bank applied to the 
Board of Trade to cany out the })rovlbions of the Clnuder res- 
pecting thedncroase of its Capital, tlm Board told them that 
Mr. Ker considered these provisions illegal, aiid tliat the Crown 
had no authority to grant the powers required. 

This would have been a fatal blow to tlie Bank, and the 
Directors applied to Mr. Wilde, now Lord Penzance, who was 
in high repute as a commercial lawyer ; but from some cause or 
another the case did not go further. 

After struggling in vain for four years with the Board of 
Trade and Mr. Ker, who still niaintained his opinion, the Direc- 
tors put the ease before me, and T gave it as my opinion that 
the Board of Trade and Mr, Ker were mistaken in Law, that 
the Crown had full authority to grant the powers rerpiired, and 
that I could draw such a Case as would convince them lhaf they 
were wrong. The Directors then instructed me to prepare siu'li 
a Case for them, and the Board of Trade ordered tlie wliolc 
matter to bo referred to the then Law Officers of the Crown, 
the present Lord Westbuiy and the Lord Chief Justice' of 
England. They decided in my favour, and hir. Ker, after 
reading the Case I had drawn, was convinced that he had 
been mistaken. 

The preparation of this Case showed me how utterly erro- 
neons were a great portion of the doctrines current even among 
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ificoBomisis of {ne liigliest name/ and gave rise to my first pub- 
licatioig Thij Tlicory and Practice of Banhlng, in wliicli, for 
tlic lirsi tiiiiCj the great subject of Eauking was treated in a * 
s}'stematic form, and an actual exposition of its mechauisni 
given. 

Tlie immense part which Banking and Credit play in modern 
eoiiimerco, find the way wliich tliey afiect eA^ery branch of Poli- 
tical Economy, Avere, I found, Amry ill appreciated in tlie professed 
treatises. Kone of them eA^en attoiii[>tGd to giA^o an actual es“ 
position of the facts, or had any fixed nomenclature. In 1858, 1 
pubiislied my PJleinents of Political Economy^ in Aviiich, for the 
first time, an attempt Avas made to treat Political Economy as.a* 
distinct body of phenomena, based .upon a single central idea, 
and to fix a definite sense to its iundnmental terms. 

This AAmrk is intended to be a practiced exposition of Economic 
phenomena. But the present state of the Science of Political 
Economy is so peculiar, that a great deal more Aras necessary to 
hasten its erection into an exact Science, and I therefore under- 
took the Work on Avhich I have been for some years engaged, 
ancl.AA^hich is now in course of })ublication, my Bktioncmj of 
Political Economy. 

The first Economists found the public mind and the adminis- 
tration infected- AAnth an immense mass of rooted prejudices, 
errors, and abuses. Their first eftbrts were therefore naturally 
directed to sweep these away. The early treatises are filled 
with long controversies and discussions, AA^hich, though of the 
greatest importance at that time, may hoaa' be dismissed in a 
feAV lines. 

With that great practical work before them, AAdiich it required 
a century to accomplish, it is not very surprising that Economists 
have not hitherto given any very close attention to settle the 
exact foundations of the Science. But it may noAv be said that 
the destructive period has passed, and that tlie co/istrucCive era 
has come. As in* all young and groAving sciences, further 
ex]>crieiice and new phenomeua have shewn tliat niaii}^ of the 
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early opinions and doctiines require modiiication and corredion. 
Many isolated doctrines have been established^ and on ceitaiii 
special subjects a considerable amount of truth bas heiai ascei- 
tained. But this has never hitherto been foinied into a eolicreiii 
system, based upon geneial conception'^, after the manner of* a 
Phy>sical Science. Leading terms are used without buiru'wni't 
iiiufoi mil y, and Tills leads to inconsistency of doeirine. Ahese 
all there is wanted a plain exposition ol Facts, so as to sup}dy 
intelligent readers with materials to form their own judgment 
upon the soundness of the doctrines based upon them. 

Snell is the purpose of my Dictiox-ahy w Politk'al 
Ecoxoait, of whicli tlic frst Yoliiine has been publLdicd. 

It is an endeavour to bring Political Economy into the state 
of an exact science : — 

By settling its. Fundamental Conceptions. It brings together 
into a focus all the conflicting opinions of ditierent writers, both 
ancient and modern, on every separate point, and an attempt is 
made to arrive at a critical judgment by the achiiat\ledged 
standards of Inductive Logic. 

By giving an actual exposition of the mechanism of tlie 
diflerent branches of Commerce. 

By giving an historical account, drawn from the best native 
anthoiilies, of Economic phenomena in various eoimlries. 

It gives an analyKsis of the works of all the principal Italian, 
French, English, and American Economists. 

Miicli vahmhie information, the germs of many imj)o riant 
theories, several of the chief doctrines, and the opinions of 
many persons eminent in Political Economy, are only to be 
found in pamphlets and other fugitive wiitings. Copious 
extracts are given from such })am])hlets, &o,, containing <all such 
facts, opinions, and doctrines as are of permanent value. 

It will be preceded by a preliminary Dissertation, containing 
a narrative of the rise and progress of the Science from the 
earliest times, being a complete History of Ideas on the subject 
up to the latest form it has assumed. 
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Thus the work will form a complete Eiicyclopoeclia of Political 
Economy, by giving an actual exposition of facts^ by brioging 
together all conflicting and endeavouring to form an 

j)idgmen% on each separate point. 

One species of Credit having been greatly abused, has greatly 
contributed to cause those frightful comniercial crises which 
seem to recur periodically in eveiy commercial community, as 
well as many individual caiastrophes, — namely Accomodation 
Paper. It has been the chief cause of so many calamities, that 
it has often been proposed to adopt Legislative monsiires to curb 
it. This, however, for reasons too teclniical to mention, is im- 
possible ; and, besides, a large portion of the most beneficial 
part of Credit is of the nature of Accommodation Paper. The 
popular objections to it, therefore, as had been partly pointed out 
long ago by Mr, Thornton in his JSssay on Piqyer Credit^ are 
very wide of the mark. In my Theory and Practice of Bank- 
ing I explained, for the first time, wherein the true danger of 
Accommodation i)aper consists. In 18G1, the old establislied 
house of L(ncrence,Mortiuiei\ and Schrader failed for an immense 
amount, and the failure proved to be one of the most flagrant 
cases on record of the abuse of Accommodation Paper. The 
Coramissioner in Bankruptcy, Mr. Ilolroyd, in his judgment in 
t])is case, quoted my explanation of the clanger of Accommoda- 
tion Paper, at very great length, thereby giving the sanction of 
his high authoiity to its correctness. 

In April, 1862, M. Michel Chevaliee presented a Report on 
my works to the Institute of France, declaring his adhesion to 
my doctrines, especially on the subject of Credit. This Report 
•was published in the Journal dec EconomUtes for August, 1862, 

In 1863, M Rouher, then Minister of Agricultiire and Com- 
merce, in the then French Empire, caused M. Henri Richelot, 
one of the chiefs of Ins department, to draw up an account of 
my doctrines, and he then ordered the work to be officiall)^ dis- 
tributed to all the Chambers of Commerce in the Empire. 
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111 ISST, a Boyal Coiaoiission vrasj appoinied to tnie iiili- con 
sideratioii tlic gmat 8iil>ject of forming a Ffalionnl Digc--1 ol* ilu* 
Law of England, wliicli Lad been so earnestly advocated L} Lor«l 
Bjicoii. Tlie OonimissioiiCTs resolved to commence Ijt Idrining a, 
Digest of certain branches of the Lav/, as specimens of a Digest 
of the whole Law. In ETovenibcig 1807, tliey issued printed 
proposals to the Inns of Court, inviiing the cO' 0 ])eration of mem- 
bers of tlie Bar to assist them in prG23aring Specimen Digests of 
three branches of the Law, one of tliem being the Law of Dills 
of Evcliange, Promissory Holes, Bank Holes and Clie«pTes. 
Those members who were willing to assist tliem, were requested 
to send in specimens of tlie manner in whicli they ])roposod to do 
it. A considerable number of members of the Bar entered into 
this competition, and in June, 18G8, I was declared to bo one of 
the three successful ehiididates, and was instructed by the Com- 
missioners to prepare the Digest of the Law of Bills of Exchange. 
I was assiduously occupied on this great work from June, 18GS, 
till March, IS'ZO, when the Commissioners resolved to discontinue 
the preparation of the Specimen Digests, and recommended that 
a Digest of the whole Law should be at once commenced. 

The Government have not yet taken any ste]> to carry out the 
recommendation of the Commissioners. I may mention that 
besides my selection by the Commissioners, I received the 
following letters from eminent persons holding Judicial rank iii 
England and Scotland, respecting the merits of the Speeimoii 
Digest I submitted to the Commissioners • — 


THE EIGHT IIOHOEABLE SIE WILLIAM BOVXLL, 

Lord Chief Just he of the Ommnoii PUaH 

25, Ecclestox Squ^he, 

^ „ Fchnnirjim, 1808 . 

Deab Sib, ’ 

1 am much obliged for your copy Specimen of a Digest of the Law 
of Bills of Exchange, and I bclievG there ai‘e few men more competent 
Ihan yourself to undertake that Branch of the Law. 

Yours faithfully, 

W. BOYILL. 


II, D, Macleod, Esc|, 
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THE PjailT HONORABLE GEORGE PATTON, 

Lord Juiifhce Clcrh of Sr oihntd 

flOj Heiiiot Row, Edintiuugit, 

8m, A7ar/i 23?d, 1868. 

I fear tlmt you wmai L.wc thought me negligent in fliiling to 
acknowledge }our letter ot the liJth Fehniary and the accompanying 
Hpedmcii oC a Digest as to Bills of Exchange. 

1 was desirous of being able, before wiiting jmii, to go tlirongli it, 
whkii, dining the liiiiiy of the Session, I was unable to do I have now 
done so, and beg, in acknowledging the compliment yon have paid me in 
its b'ansmissioii, to add my attestation to the excellence of its arrangement 
and its utility, 

1 am, very truly yours, 

GEORGE PATTOK 

THE HONORABLE LORD ARDMILLAN, 

One of the Judges of the Court of Session in Scotland. 

EniNBITUGF, 

Devu Mu. Maceeoi), February 1808. 

I have oiity time to say that I have looked over and read a good 
(leal ot your Digest, 

I think it a work of great merit, and likely to be of great use to the 
Legal Piofession and to the Public. 

On such perusal of it as I have as yet been able to give, I cannot 
venture to criticise, but I see much ground for commendation. 

I am, yours most truly, 

___ JAS CRAUFURD. 

THE HONORABLE LORD MANOR, 

One of the Judges of the Court of Session in Scotland 
• 9, CmVELOTTE Sqxjaue, 

My beau Macleod, Mag 2dth, 1 808. 

I rejoice to hcai that you have been selected by the Commissioners 
to prepare the Bpechnen Digest of the Law ot Bills of Exchange, It is 
an honorable mark of distinction which must be highly gratifying to 
yourself; and T sincerely hope that tliis recognition of your merits may 
lead to further advan cement; and not only conduce to extend your credit 
and reputa1io|i, but turn out otherwise materially to your benefit. The 
subject IS one of which you are so thorouglfiy masler, that there can be 
no fear as to the successful execution of the woik 

Believe me, yours very trul 3 g 

GEORGE DUNDAB. 
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TITE HOXORABLE SIR JOIIX BARXARD BALES, 

One of the Jininr,'^ of the Court of ^'^ouimon Ficus 

o, Pr^LxcEs Gahbens, IvEA^srxaTOx, , 
Dear Sir, Muij 0//^ 1871 

Your Specimen Digest appealed to me useful .md praelieci, and I 
again thank you for it. 

I ohserre that in jbuj- economical writings, you have assailed 
Pacaiclo’s theory of Rent Fifty years ago I not only lead Ricardo’s 
hook, but actually abiidged it Siibsectucnt rellection and obhcrvatioii 
have conviiicecl me that that theory is uusomKl, as, indeed, is most of 
his book 

You are, no doubt, accpiainted with the writings of Mr. Caiey, of 
Pin]adf‘]])bia, on tins buhject, Vvdio seems to lie much nearer the trutli 
The i^fanchester people applied to me, about a yeai ago, to lie allowe/1 to 
reprint a nmlli edition of the Sophisms of Free Trade, and they issued 
5,000 copies, whei'e Ricardo’s error is slightly glanced at 

Your obedient Servant, 

J. B BYLES 

On a subsequent occasion i received the following testimonials 
from some of the Commissioners : — 


LORD HATIIERLEY, 

Lonl High Chancellor of Great Britain. 

31, Great George Street, S.W 

Mr H. D Macleocl was selected by^the Commissi on cis for the Digest of 
the Law to prepare a Digest of the Law in i elation to Bills of Exchange 
lie performed his task in a manner which shewed that he had an extensive 
and very intelligent knowledge of the Law 

HATHERLEY. 

April 20, 187;L, 


LORD WESTBURY, 

Late Lord High Chancellor of Great Bnitiin 

75, Lancaster Gate, W., 

Sm, Mag 10/7g 1871. 

It will give me much pleasure if any expression of the high 
opinion I eiiteriain of your legal knowledge and general ability, shall at 
ail assist you in obtaining the Professorship for which you are a Cancli- 
dale, and the duties of which I think you are, in an eminent degree, well 
fitted to discharge 
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The papers yon prepared for the Law Digest Commission proyecl that 
you had a profound and comprehensive knowledge of a most important 
part of Mercantile Law. 

I have no douht of your being equally familiar with the other portions 
of that subject. 

Of your works on Political Economy I cannot speak from personal 
knowledge, but I have heard high commendation of them from various 
well-informed persons. 

Ton have my best wishes for your success, 

I am, 

Your faithful Servant, 

WESTBURY. 

H. D. M.4.CLEOD, Esq. 

LORD CAIRNS, 

Late Lord High Ghancellor of Great Britain. 

5, Cromwell House, South Ke2(sikgtok, W., 

My dear Sir, May 1871. 

I do not wish to adopt the practice of giving testhnoiiials ; but you 
have ail the a^Ivantage which could be obtained from a testimonial from 
me in the fact the Digest of Law Commission, of which I was a member, 
selected you, after an examination of a number of specimens sent into us 
by different Members of the Bar, to prepare a Digest of the Law as to 
Bills of Exchange. 

I am, my dear Sir, 

Your obedient Servant, 

CAIRNS. 

H. D. Macleod, Esq, 

LORD PENZANCE, 

Ghief Judge of the Prolate and Blooree Court. 

2 , Grafton Street, 

Sir, May 2Mi, 1871. 

I much regret my delay in answering your note. I can truly say 
that I was very much struck by the alhlity and learning evinced in 
the work you did for the Law Digest Commission; and I hope you ma^ 
be able to secure the approbation of those upon whose voices the post you 
desire depends. 

Your obedient Servant, 

PENZANCE. 

H. D. Maoi.kod, Esq. 
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SIR ROUNDELL PALMER, QC., MR. 
Late Attorney General of England 


11, Kew Squahe, 

LmcoLN’s Ink, 

May 3/v7, 1871 

My dbab Sie, 

You are entirely at liberty to state my belief, founded upon tlie 
Specimen Digest of tlie Law of Bills of Excliange, piepaied by you for tlxe 
Englisb. Law Digest Commissioners, that you are well qualified for 
the Professorship in Edinburgh which j^ou seek to obtain. 


n. D. Macleod, Esq. 


I remain, 

My dear Sir, 

Yours very truly, 

ROUXDELL PALMER. 


SIR THOMAS ERSKINE MAY, K C B , 

Chiej Cleric of the House of Commons; Author of “ A Treatise vpon the 
Laio^ Pridlleges^ Proceedings and Usage of Parliament ” 

House of Commons, 

Zrd May^ 1871. 

My DEAR Sir, 

I am glad to hear that you ore a Candidate for the Professorship oC 
Political and Commercial Economy and Mercantile Lai? in the University 
of Edinburgh. 

Your writings upon these subjects arc so well known and so highly 
appreciated, that they will be your best testimonials ; but I think it also 
due to you to add that yoim elaborate preparations for a Digest of the 
Law of Bills of Exchange and Promissory Kotes displayed a scientific 
acquaintance with the piinciples of Mercantile Law 

If the University should select you, 1 am satisfied that they would 
secure a most learned, accurate, and eloquent Professor, and one vho has 
had experience in communicating the knowledge he has acquired with so 
much laborious study. 

I am, 

My clear Sir, 

Yours very truly, 

T. ERSEHSTE MAY. 


H. 1). Macleod, Esq 
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SIR GEORGE BOWYER, BART., LATE M-P., 

Of the Inner Temple; Sarruier-at-Law; Late Bender in Commoi 
the Inner Temple. 

Temple, 

My dear Sir, Ma^y i 

As one of the Law Digest Commissioners I know tliat yc 
submitted to that Commission skewed great ability, learning, and i: 
and I cannot doubt that you would display tlie same ciualities in 
formal! ce of the duties of tke ProfessorsMp for wliicli you are a C£ 

BelicYe me, 

Yours sincerely, 

11. D. Macleod, Esq. GEORGE BCW 


And also the following — 

THE HONORABLE LORD ARDMILLAH, 

One of the Senators of the Gollege of Justice in Scotland 

It would be presumptuous in me to offer my bumble attest 
the high qualifications of Afr. Dunning Macleod for a Chair of 
Economy. 
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The continual mismanagement of the Paper Oiirrenoy by tiic 
Bank of England had been a source of great trouble and per- 
plexity to Statesmen and the Commercial world. It was in order 
to dimmish the power of the Bank of England over the Paper 
Currency, and to make its amount in some degree mechanical, 
that Sir Pobert Peel passed his Bank Act of 184 k He adopted 
a definition of CniTency which was then comparatively novel, 
and a peculiar theory of Currency which it was the professed 
object of that Act to carryout. Pie maintained that his Act ot 
1844 was in accordance with, and the complement of, his Act of 
1819. In my work I investigated and explained this theory, 
an(i.the manner in which the Act of 1844 endeavoured to carry 
it out. I showed that the theory itself was perfectly well known 
to all the best authorities of former times, and explicitly con- 
demned by them. I shewed that the principle introduced into 
tlie Bank Act of 1844 was noticed and expressly condemned in 
the celebrated Bullion Report of 1810, by the framers of the 
Bank Act of 1810, and by Sir Robert Peel himself so late as 
1833; and that the inevitable mischief of this theory in a great* 
commercial crisis was distinctly foretold by all these authorities. 

Ample exjDerience has verified the wisdom of the doctrines of 
the Bullion Report. Since the Act of 1844, three great com- 
mercial cinses liave occurred, in 1847, 1857, and 1860, and in each 
of them it was found absolutely necessary for the Ministry to 
assume the responsibility of authorizing the Directors oT the 
Bank of England to act in direct contravention of the Law, and 
to obtain an Act of Indemnity to shield them from the penalties* 
Every one knows now that a similar course must always be 
followed on the occuiTence of a similar crisis. Is it not clear, 
therefore, that as the Act invariably aggravates a crisis after it 
has reached a certain degree of intensity, and is obliged to be 
broken through, the theory on which it is founded must be false ? 

In my Work on Banking I, for the first time, demonstrated 
the following proposition of the most fundamental importance 
in the theory of the Foreign Exchanges — 
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That ichen the rate of dlsGount between any two places differs 
by more than is sufficient to defray the charges of transmitting 
bullion^ it flows from where discount is lower to where it is higher. 
From wiiicli it follows that an improperly low rate of discount 
is^ in its practical effects^ a depreciation of the Currency, And 
from this it manifestly follows that the true way of controlling 
the Paper Currency is by paying sedulous attention to adjust 
the Mate of Miscount to the State of the Foreign EicchangeSj 
and the Mullion in the Manh of England, 

This doctrine at the time it was published in 1856, was but 
Amry imperfectly understood, and was extremely unpopular, but 
its truth AA^as soon signally verified^ and acknowledged by tlie 
most competent witnesses. After the great crisis of 1857, a 
Committee of the House of Commons a\ms appointed to investi- 
gate its causes, and Mr. G. W. FTorman, a Director of the Bank 
of England and one of the most prominent and distinguished 
advocates of Avhat is known as the Currency Principle,” and 
of Sir Robert Peel’s Bank Act of 1844, Avas asked — 

Q. 3, 529. Is it not principally by raising tlie rate of interest 
that you check the amount of discounts Avhich may be demanded 
of you? 

‘^Yes; we have found, contrary to what loould ham been 
anticipated^ that the poAAmr Ave possess, and Avhich Ave exercise 
of raising the rate of discount, keeps the demand iqioo us within 
manageable dimensions. There are other restrictions which are 
less important The rate we charge for our discounts toe find 
in general,^ is a sufficient cliechP 

In 1861, Mr. Goscheii published his well-known work,* the 
Theory of the Foreign Exchanges, in it he says — 

^*^From the foregoing it seems to be eAUilcnt that AAdien the 
exchanges are manifestly against the country, and it is perceived 
that excessive indebtedness is the cause, there are only two 
modes of restoring the equilibrium — the one being to increase 
the exports and dimmish the imports — the other to raise the 
rate of interest. 
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111 both cases that which will eftectually briog the golA fioiii 
abroad, in the most general and practical sense, mil be tlic 
opportnnities offeied by a liigli late of inteiest, to ellect piolit 
able and atti active invefelinonls. 

The elHcacy of that corioctivo of an unfavourable state of 
the Excljanges, on winch we have been dilating, has been most 
tlioroiiglily tested by late events. Every advance in tlie Ibmk 
rate of discount has been followed by a tnin of the Exchanges 
in favour of England, and, vice versa^ as soon as the rale of in- 
terest was loweied, the Exclianges became less favorable.^’ 

This is now the acknowL-dged piinciplc upon vliich the Bank 
of England is managed ; and after my work was publihhed in 
3 856, the ITsiiry Lav s in France were modifiecl, in order to enable 
the Bank of France to adopt it; and, in fad, it is now nnivei'- 
ally adopted hy eiery Bank in the world; and it is only a 
matter of simple justice to myself, so quickly are these things 
forgotten, to call attention to the fact, that this principle of 
regulating the pajier currency, which is now universally recog- 
nised as the true one, was fiist demonstrated in my woik. 

I will now give a succinct outline of the subject, whicb I hope 
will be intelligible to every one. 

Aristotle in ancient times has laid clown as a definition tliat 
Wealth is anything whicli is exchangeable, anything which may 
be bought aud sold, and that Value pioceeds entirely from 
Demand. The unknown autlior of a dialogue called the Eryielas^ 
on the Definition of Wealth, which two of the most distin- 
guished Scholars in England, the Master of Tiinity College, 
Cambridge, and the Master of Ballioi College, Oxford, agree in 
thinking belongs to4ihe eai ly Peripatetic peiiocl, following up this 
idea, showed that the principle of Wealth lies exclusively in 
Exchangeability and Demand, and that if a man can gain a living 
by giving instruction in science, then that science is as much 
Wealth to him as gold or silver {at imarnyat xp^para). Now 
under this designation, all kinds of personal services by which a 
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man can earn a living are included ; wbicb may be summed up 
under the term Laboijb. 

The principles of Roman Lavs^ followed exactly the same idea. 
It is laid down in the Digest that Wealth is anything that may 
be bought and sold : and it is expressly declared in it that Rights 
of all sorts are included under the term Wealth, 

Pecunia'^ Bona^'" and under ‘^^npaypara” and 
in the Basilica. Row a Right to a future payment is Credit. 
Hence, taking Mo:jiey as the representative of material commodi- 
ties ; Labour as the representative of personal services of all 
sorts ; and Credit as the representative of all Rights to future 
payments, or incorporeal property ; we see it was distinctly de- 
clared* in ancient times that Wealth, Xp/ypara, is of three dis- 
tinct forms, Money, Labour, and Credit. 

Such was the state of the subject as declared in the Pandects 
and the Basilica, which were the Code of all Continental Europe. 

Idowever, the waters of oblivion swept all these things out of 
recollection, and when the subject of Wealth began again to be 
thought of in modern tlmbs, it was held to consist exclusively in 
gold and silver, which led to the Mercantile System, which 
prevailed for some centuries. Gradually, however, the more 
enlightened portion of mankind began to see the absurdity 
of restricting the term Wealth, to gold and silver only, and 
then it was extended to mean the “ annual produce of land and 
labour.” 

The first school of Economists arose who proclaimed the doo-^ 
trine of Free Trade as one of the fundamental rights of mankind. 
They named the whole science of the relations of men to each 
other, to government, and to property, Political Economy. 

One department of this subject they called the Production^ 
Distribution, and Consumption of Wealth. But by Wealth they 
said that they meant the raw produce of the earth which is 
brought to commerce. They made the principle of Wealth to 
consist exclusively in Exchangeability, but they restricted it to 
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material products only. They ‘also clearly ser ibrtli that ttic 
Productioiij Distribution and Consumption of Wealth ineaiit 
Commerce^ or Exchange. 

Hence the Science of tlie Production, Disti Ibution and Con- 
sumption of Wealth meant the Science of the Excliaiiges of 
materi al pro d u cts . 

Accordingly, in 1^7 'ZG, Condillac declared Economic Science to 
be the Science of Exchanges. 

The Phy»siocrates maintained the exti aordinary doctrine that 
Labour (excepting only the labour of obtaining the rude produce 
of the earth) and Commerce do not enrich a nation. 

Such an extraordinary paiadox as this, contrary to the plainest 
evidence of facts, could not fail to provoke a reaction. And in 
1776, Adam Smith and Condillac published works simul- 
taneously, but independently, to prove that Labour and Com- 
merce are productive of Wealth. 

Condillac defined Economic Science to be the Science of 
Exchanges. Smith speaks of the Production and Distribution 
of Wealth, but be explains that the purport of that part of his 
work is to investigate the principles which regulate the 
exchangeable value of commodities.” Therefore the constructive 
part of his work is leally on Exchanges. 

He repeatedly speaks of 'Wealth as being “ the annual produce 
of land and labour,” but afterward^, he says, that unless it is 
exclvangeable it is not wealth. So that, after all, Smith comes to 
Exchangeability as the principle of Wealth. 

We shall now see the mischief caused in a Science, by not 
properly thinking out its fundamental conceptions. 

Smith begins by Oiling his readers’ minds with the notion that 
Wealth is the “annual produce "of land and labour;” but he 
afterwards expressly includes the “ natural and acquired abilities 
of the inhabitants” as Wealth; which, of course, is the second 
species of Economic Quantities shewn by the author of the 
JEryxias. Besides this, he also expressly enumerates Paper 
Credit under the title of Capital; and this is the third species of 
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Economic Quantities declared to ^be Wealth in the Pandects of 
Justinian Thus we see that the three species of Economic 
Quantities reappear in Smith ^ and it is manifestly absurd to say 
that “abilities” and “paper credit” are the “ amuial^produce of 
land and labour.” 

Then came J. B. Say, who first defined Political Economy to 
be the science of the ProductioDj Distribution, and Consumption 
of Wealth; and he, too, repeatedly declares the principle of 
Wealth to reside in Exchangeability; and he also enumerates 
the three species of Economic Quantities. 

The manifest error of the doctrine that Labour (other than 
agricultural) is not productive of Wealth, naturally provoked a 
reaction ; and, as is very often the case in scientific reactions, the 
])endulnm swung from one extreme to the other. From its being 
held that Labour is not productive of Wealth, the equally absurd 
and fantastic doctrine was mamtained that Labour istheamse 
of all Wealth and all Yalue. The doctrine that the Yaliie of a 
thing is simply the “quantity of labour” embodied in it, was 
carried to the most grotesque extreme by Ricardo, McCulloch, 
Carey, and De Quincey. Ricardo actually says that the Labour 
of a million of men in manufactures always produces the same 
value — no matter whether the product sells for ^10 or £10,000 
— and that the agency of Rature—a fertile soil, genial showers, 
and a bright sun add nothing to the exchangeable value of the 
products of the eaith! 

Common sense revolts against such doctrines. A man has 
only to look round him in any direction, or to the ground upon 
which he stands, to see the folly of the doctrine that Labour is 
the came of all Value. Look at the great oaks of the forest, —is 
their Value due to Labour ? Look at the great cattle that graze 
ill the fields,— is their Value due to Labour ? Look at the ground 
upon which a city stands, — is its Value due to Labour ? Look at 
the hundreds of millions of Paper Credit, by which the commerce 
of this country is carried on, — is its Value due to Labour? 
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Then came Mr. J, S. Mill, who commences his work by saying 
that Wealth is everything which has pnrcliasing power,” 
Here at last we have come back to the generality of Aiistotle 
and the ancients, and we hoped that we had got lid for ever 
of the notion that Wealth is the annual produce of land and 
labour.” But, unfortunately, this bright prospecL is soon ailei- 
wards clouded over, and he defines the “ production of Wealth” 
to be the extraction of the instruments of human subsistence 
and enjoyment from the materials of tlie globe.” And he after- 
wards says that he means only material wealth. 

But such is the strange inconsistency of Mr. Mill that he alsOy 
expressly classes the acquired capacities ” of men as wealth ; 
and still further on he classes Bank Notes as productive capital; 
and he says that bank notes, bills of exchange, and cheques, 
perform all the functions of money, and therefore are Capital in 
the same way that money is. Here we see that Mr, Mill, 
notwithstanding Ms efforts to restrict the term Wealth to 
maierial products, is jaerforce diiven to admit the existence of 
the three classes of Economic Quantities as Wealth. And again 
we ask are the “ acquired capacities ” of men, and Paper 
Credit ” extracted out of the materials of the globe ? 

The fatal consequences of the method followed by these 
literary Economists are soon apparent. From considering some 
classes only of material products, and not even all classes of 
material objects, they lay down dogmas — pure Atalanta’s apples 
— which they proclaim as General principles of the science. But 
Nature and reality break the bonds of the theories of Smith, 
Ricardo and Mill, just as the planet Mars burst away from the 
first crude equations of Kepler. But, unfortunately, they do not 
imitate Kepler, who mercilessly throw aside all his own theories 
wMch were seen to be false, and -honestly persevered until at 
last his labours were rewarded with the discovery of the true 
theory. 

When we see so much inconsistency with respect to the very 
fundamental conceptions of the science, it is only natural to ex- 
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pect that we should fiad a similarly unscientific treatment of the 
science as a whole. 

It has been said frequently that Economics is a physical 
science, and Hr. Mill has in some passages said that we can 
only expect success in the Social Science hy generalizing and 
extending tlie piinciples of reasoning already followed in phy- 
vsical science. Mow Idicardo and Mr. Mill break np Economic 
phenomena into a number of different classes, and they maintain 
that there is a distinct Law of Value for each class; and Mr. Mill 
seems to make the wdiole science consist of exceptional cases,” 
of “ peculiar cases,” and of “ anomalous cases.” Mow if each 
class of Economic Quantities has a different cause of Value, 
how is it possible to have wiy Fandamental General Conceptions ? 
and if each class of cases has a distinct Law of Value, how is 
it possible to have any General Theory of Value ? The method 
followed, therefore, by Ricardo and Mr Mill utterly destoys the 
power of Generalizing in Economics, and such a mode of 
treating a science would drive any Physical Philosopher frantic. 

To such a method of treating a science I entirely refuse to 
agree. I have shewn the complete fallacy of the doctrine that 
Labour is the cause of, or even necessary to, Value. Along with 
the whole of the ancient wi iters, witli Hume, with the Physio- 
crates, with the Italian Economists, Veeei, Genovesi, Beocabii, 
with Condillac, Whately, and Bastiat, I have shewn that 
Demand is the sole General Cause of the Value of all Quanti- 
ties, whatever their nature be; and that it is not Labour which 
is the cause of Value, as Ricardo, McCulloch, Carey, and De 
Quincey say; but as Hume, Condillac and Whately say, it is 
Valuey or Demand^ w’-hich is the cause of^ or inducement to^ 
Z/obour, By this simple change we are enabled to obtain General 
Conceptions in the science, without which there can be no 
Gene»al Propositions. 

I have shewn that all Phenomena of Value, and all changes of 
Value, are governed exclusively by changes in the Intensity of 
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Demand or in the Limitation of Supply? and the Principle 
of the Go7itvmcitij of the Sciences^ and the faw of GonthbuiPj. 

I have swei^t away and annihilated all the distinctions of the 
Law of Yalue in diffeient classes of cases; and thus reduced 
the Science to one General Theory. 

As the ancients held that the principle of Wealth lies exclu- 
sively in Exchangeability, and that wdiatever is Exchangeable 
is Wealth, whatever its nature is, it follows that if they had 
treated of a Science of Wealth, it could only have been the 
Science of Exchanges. This conception, which was allowed by 
the first Economists to be equivalent to their deiinition of the 
subject, was adopted by Condillac, by Whately, and by Bastiat, 
and it at once clears np all the doubts and difficulties which have 
obscured the science ; and presents us with a distinct body of 
phenomena relating to a species of Yariable Quantities whose 
laws we are to investigate accoiding to the recognized principles 
of Physical Science. 

This conception manifestly includes all the three species of 
Exchangeable Quantities, and brings under the general laws of 
the Science the Commerce in Debts, or the System of Credit. 
Such was the Conception of the Science adopted in the first 
edition of this work, in which I shewed that Demand is the sole 
origin of Value, and formally included Incorporeal Property as 
a class of Economic Quantities. The whole system of Credit 
ivas developed to a much greater extent in ray Dictionary of 
Folltical Economy^ and the second edition ’of my Theory aiicl 
Fmetice of Banking^ merely fiom my own practical observation 
of commerce; but in preparing my papers for the Law Digest 
Commission, I was led to examine the Roman Law on the sub- 
ject, and I was somewhat surprised to find that the system I 
set forth is absolutely identical, word for word, with that con- 
tained in the Pandects of Justinian. 

Ho one is more sensible than I am of the immortal seiwices 
rendered to mankind by Smith and his friends by the establisir 
ment of Wtqq Trade. That no doubt was the great practical 
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problem to be worked out in hk clajj and in countries still brood- 
ing in tlie darkness of Protection ism, bis work may still be of 
use. But Adam Smith is no more fit to be made a text-book 
of the general science of Economics at the present day, than 
Copernicus is fit to be made a text-book of Astronomy. 

The great practical problem in Economics at the present day 
is Credit and Banking, and for these subjects a thorough prac- 
tical knowledge of Commercial Law and the Mechanism of 
Commerce, as well as an acquaintance with the principles of 
modern Algebi*a is absolutely indispensable. For more than a 
hundred years Algebraists have been in the habit of calling 
Debts, or Credit, Negative Quantities,” but not one has 
given any explanation of the nature of this order of Negative 
Quantities which can be received as satisfactory. 

By setting forth the true classification of Property, and 
exhibiting the actual practice of Commerce, I have shewn the 
application of this expression; and it will bo .seen that the 
doctrines of modern Algebra — the doctrines of Law — and the 
practice of Commerce — ail worked out independently, are in the 
most perfect harmony with each other, and give a complete 
solution of the Theory of Credit. 

The theory of Credit requires the thorough investigation and 
settlement every fundamental Conception in Economics; 
and I have applied the principles of the Inductive Logic of 
Bacon to give the same generality to the definitions of Economics 
as is done in all Physical Sciences. 

Thus by Generalizing all the fundamental Conceptions, and the 
Law of Value, it is seen how Economics is a Positive Inductive 
Science, 
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THE 


PRINCIPLES 

OF 

ECONOMICAL PHILOSOPHY. 


PRELIMINARY REMARKS, 


If there be one race of men more than another to whom the 
undying gratitude of mankind is 2)re>eniinently duo, it is to that 
illustrious band of tliinkers in France, Italy, Great Britain, and 
Spain, who during the last century founded the science now 
called Political Economy, or Economics, and brought about that 
gieat revolution in oi)inion which after a long and arduous 
struggle finally established the doctrines of Free Trade in this 
country. Lord Macaulay remarks tliat the two greatest and 
most salutary social revolutions which have taken place in 
England, were those which in the thirteenth century put an 
end to the tyranny of nation over nation, and which a few 
generations later put an end to the propei-ty of man in man; 
but to these there may be added a third — not less great and not 
less salutary than the otlicr two — that great revolution in the 
ideas of the age which abolislied for ever the property of one 
set of men in the industry of others. 

But, however deep the debt of gratitude which is due to these 
immortal tliinkers, and however warmly we may acknowledge 
it, it is given to no men, however illustrious, to arrest the pro- 
gress of thought, and to impose limits upon science. It is the 
sacred duty of tl^ose in succeeding generations who would aspire 
to walk in their steps, to sift and examine their doctrines by tlie 
light of further experience, even as they examined the doctrines 
of their predecessors, and to carry on tlie science from where 
they left it. 
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It lias iliiis liapiieiicrl tliat, nearly every science has ninlei'gof;. 
a complete Iran sibri nation fioiii tlio mode in wliich it vms < ioj 
ct‘ive<lby its roiiadens, and there is, besides, in every scu'iua* a 
certain stage at u bicii it becomes necessray to introduce -noiv 
powerful and rellned methods of mvestlgatioiy more corn}M‘eheii- 
sive forms of expression, ami more inimile and exact observa- 
tions. 

Highly as wo may esteem the groat Economists of this rm'l 
other corn] tries, it is essential to remember the character of the 
great Economical contests np to recent times. They have liern 
almost entirely destructive. The hrst Economists found the 
public mind and the administiation infected with an immense 
mass of rooted prejudices, errors, and abuses. Their first efibils 
were therefore naturally directed to sueep these away; to beat 
down and abolish fiilse doctriiies of various hinds; to extirpate 
bad and mischievons laws interfering with the natural order of 
things; to abolish legislative mtorference with wages, v ith 
prices, with the interest of money, and with the commercial 
intercoiirse of nations; to estalilish, in fact, freedom of contract. 
Arid in this Economists of ail schools are tlioroiiglily agreed. 

The repeal of the Corn Laws in England may be regarded as 
the close of the destructive era of Economical science in this 
country. "We have now arrived at a new and distinct phase of 
the science; that, in fact, in which the period of destruction has 
ended, and that of construction has come. 

With the great practical work before them, which it required 
three quarters of a century to accomplish in this country, it is 
not very surprising that Economists have not hitlierto given any 
very close attention to settle the exact foundations of the science. 
The early treatises are filled with long controversies and discus- 
sions which, though indispensably necessary at that time, may 
now be dismissed in a few lines. 

Bill while Economists of all schools are agreed on what was 
the destructive portion of their science, when we come to the 
constructive or positive science, this agreement is at an end. 
^H’otbing can be more lamentable or astonishing than the differ- 
ences of doctrine and the antagonism of Economists on ainiosi 
■ every point in the science, so as to create a widely spread impres- 
sion that there is no such intelligible science at all as Economics. 

It is well-known that each of the physical sciences which 
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liave attained snob great magnitude and extent in moctern 
times, and wbicli have produced siicli admirable results, have 
been brought to their present state of perfection by extra- 
ordinary labour having been bestowed in ascertaining and 
settling their first elements, namely, their definitions and 
axioms, or accurate conceptions and expressions of the objects 
they treat about, and the general laws which regulate their 
relations to each other. 

But it has iioc always been so. These wonderful sciences 
were once in a very difierent state. The modern plan of teach- 
ing a science only in its existing state, no doubt, imparts a vast 
amount of actual knowledge. But as a niGiitcl discipline, or as 
a matter of education, tlic History of Science is of enormous 
value, and, wc venture to say, is far too niucli neglected. 

Many persons can ^^cram” up a considerable aniouiit of 
actual knowledge, and yet derive but little benefit from it. But 
to study the History of Ideas on tlie siilject, to understand 
clearly the principles of the difierent controversies that have 
been waged, to comprehend wliy one set of ideas prevailed over 
anotlier, is an educational exercise of immense utility, which is 
almost entirely neglected. Few persons are aware of the wrecks 
of the fierce controversies which lie buried beneath the calm and 
placid surface of modern science like those of mighty armaments 
below the summer sea. 

Many persons are apt to think that controversies in Economics 
are mere logomachy, vam and unprofitable disputes about words, 
and of no real consequence. They are apt to think that the 
Physical Sciences treat about things, and Economics only about 
words. But those who think so, display a total want of know- 
ledge of the History of Science. The eaily history of all science 
is full of controversies about the meaning of words. Many may 
think that Physical Science being about things there is no difficulty 
in giving a name to what is seen so readily. This is a lamen-' 
table error. On the contrary, it almost invariably happens that 
names get into a science, and acquire a position in it, before any 
one can tell what they mean. Thus, the words Momentiiyny 
Yis Yiva^ Uniform Force. Aeeeleratmg Force^ and several 
others, acquired a position in Mechanics before any one 
could tell what they really meant, and all the philosophical 
world of the day tvas engaged in the wmrdy war to settle tlioii 
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Bieaning, and obtain true dofinitions; consequently it is an 
entire 'error to siip]>oso that eontrovei sies in PliAsical Se'nniec 
arc i<ot about mmls. On the contrarVj it was in tlie true 
deiiiiitions of words tbat liie wliolc ioiindations of the seiinres 
were laid, and it was just ])ecause all xhe great inatlKinaticinns 
of tlie day so tliorongldy understood llio supreme importance oi 
ascertaining the line nieaiiing of words^ and foitglit out the 
meaning of eacli se})arate one witli such perseverance, tliat they 
at lengtli arrived at such an iinanimity of agreement, and tbese 
controversies have now been almost forgotten. There was a 
time, then, when xvhat are called the exact sciences had not 
attained that rank. They were once matters of opi/tlov^ tmii 
not of demonstration, and they only attained the rank of 
demonstrative truth, because each separate word and each 
separate principle was thoroughly discussed and settled. 

And why has Economics not yet attained the same rank as 
Mechanics as an exact science? Because the same care has 
never yet been given to settle its definitions and axioms. 
Economics is now, like Mechanics in its early stages, overrim 
and infested with words whose meaning has never yet been 
settled on certain principles, and which arc never almost used 
by any two wwiters in the same sense, nay, even few of the 
best writers are consistent with themselves. The men who 
have cultivated Economics are probably of as great natural 
ability as those who cultivated physical science, of course with 
the exception of a few unapixroachable examples. Why then 
have they not come to the same unanimity of opinion as their 
brethren ? The siinpde reason is that they have not adopted the 
only means that could by any possibility ensure success, namely, 
a thorough discussion and settlement of the meaning of words. 
Fay, they have systematically despised it. Fow, what tfic 
words Vis Viva^ &c., were to Mechanics in its 

early stages, that Value^ Currency^ Caintal^ &c , are at the 
present day to Economics. 

And it is for this very reason that many suppose that 
Economics cannot be made an exact science, because the only 
means that cun make it so have been systematically neglected. 
Many, however, suppose that thei’e is no use for such a thing ; 
matters will go on just the same, they think, for ail the disputes. 
But the same may be said of physical science. A man may be 
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an excellent seaman, and yet be entirely ignorant of the prin- 
ciples which govern the progress of his shiji. But is there no use 
in the science of Mechanics ? So^ doubtless, a man may be an 
excellent banker and a very successful practical merchant with- 
out any knowledge of Economics, and yet is there no use in the 
science of Economics ? 

Now Economics depends upon certain fundamental concep- 
tions or definitions and axioms just as mechanics does, and by 
settling these with as great caie as is done in physical science, it 
may be raised to the rank of an exact science. And yet there are 
writers, of no mean acquirements, too, wlio entirely discourage 
such a course of proceeding, who consider such attempts as 
pedantic, ami mere waste of time ; who would admit that in 
every other branch of human knowledge clear and precise tech- 
nical teims are absolutely indis})ensabiG, and yet in Economics 
alone think there is no need of anything of the sort. 

Besides the nature and extent of the Science itself, and the 
method of im^estigation proper to it, its fundamental conce])tions 
are Wealth, Value, Production, Oonsnmptlo)b, (Jupitaly Credit, 
Currency, Rate of Profit, and some others. It might naturally 
have been expected tliat, as tliese terms are the means by wbicli 
discussions are carried on, Economises would have been agreed 
upon all of them. 

On the contrary, there is no agreement among Economists 
upon any one of them. They are entirely at variance with eacli 
other, not only as to the nature and extent of the science, but 
e\en as to the method of investigation proper to it. No 
Economist has attemjited to fix the fundamental conceptions of 
the Science on scientific principles. Excellent as are many of 
their refutations of previous errors, they have never yot made 
an attempt to give an exposition of the facts of the science as 
a foimdatioii for a theory. Now, as the phenomena of Economies 
are all produced by the actions of men, if the same care were 
taken to ascjertain these facts, and to express their relations 
in tlie same accurate and generalised language as is done with 
regard to those of physical science. Economics might be made 
a science as certain as any physical science. 

The first thing, then, that is wanted is to introduce into the 
Science the spirit of true generalisation — the generalisation of 
its film] amenta! conceptions, and the generalisation of its prin- 
ciples by the acknowledged canons of Inductive Logic. 
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Wlieii Galileo began to aiuUy Natural Pln]o.so})1iy bo pirt 
aside Matiieiiiatics^ ncvei dreamiiig that there could be any 
conneclioii between the two; a sentinieiib too, which appears 
in Bacon. Galileo voiy soon perceived his error. Many pei* 
sons at the present day tlhuk that there is no coiineclion ])e 
tween Economics and Natural Philosophy, They are just io 
as great an error as Galileo and Bacon were, Economic's is 
a science of causes and eiiects numericall}" measured, pioduced 
by the properties ox men, and its types and standards of 
reasoning are to be found in the sciences which treat of the 
causes and etlects produced by the properties of material sub- 
stances. In both equally the Indimtive Logic reigns supreme. 
The same general method of investigation is cominoii to all 
of them. And there is the same hope and encouragement to 
expect success that the Athenian orator gave to his country- 
men because their failure arose — not from the nature of the 
thing, but from their owo. errors. So it is with Economics. 
The lamentable state in which it is at present does not arise 
from the nature of the thing itself, but from its method of 
treatment. 

By paying the same attention as Physicists have done to 
obtain true conceptions and axioms from reality itself, by proper 
methods, and not by arbitrary dogmatism ; by proceeding step 
by step, definition by defiliiition, axiom by axiom, principle by 
principle, in due and proper order ; by maintaining a pro])er 
unity of conception and principle from the beginning to the end, 
it will bo found that a vast and magnificent edifice of demox- 
STEATivE truth may lie reared up ; Economics will emerge from 
the turbid regions of contioversy as clear and precise, as sharply 
defined, and as capable of being erected into an exact science as 
any other whatever ; it wiU attain a grandeur, a precision, and 
a compass never yet thought of. A new Inductive Science, the 
connecting link between Physical and Moral Science, will be 
created, and a nev/ monument raised to the everlasting glory of 
the Monarch of Philosophy. 



CHAPTER I 


ON THE METHOD OE INVESTIGATION PROPER TO 
ECONOMICS. 

SocEATES — B acon— J. B. Say — ^Auguste Comte — J. S. Mill. 

Bacon proclaims the Doctrine of the Continuity of Science. 

1. When the greatest Moral Philosopher of antiquity 
attempted to master the Physical Science of his clay^ he found 
that it was a mere chaos of coiifiisioiij a mass of baseless 
dogmatising and vain speculation. He called off his disciples 
in blank despair from such unprofitable labour, and bade them 
devote themselves to the study of Moral Science, which was 
witliin their compreliension, and to learn just so much ot Natural 
Science as to know when to sow, and to reap, and to sail. Nay, 
he considered those who engaged in such objects of contempla-* 
tion as wantmg in good sense. He used to inquire whether 
such persons thought they already knew enough of human 
affairs before they ]>ioceeded to such subjects of meditation. 
He thought that men could never come to a satislactoiy conclu- 
sion on such })oints, because those who most prided themselves 
on tlieir knowledge were altogether at "v ariance with each other. 
He asked whether those even \vdio studied celestial phenomena, 
and discoveied tlie laws wliich governed all things, fancied 
they -woiikl be able to produce, at their pleasure, wind, laiii, 
changes of the seasons, as men who have learnt mechanical 
arts can produce wdiat they want. As for himself, he would 
abandon all such vain speculations, which could never have any 
practical utility, and turn his attention eiitirely to raorul and 
civil philosophy, and all tilings wdiich coiiceined mankind. 
Thus Ph}sioai and Moral Science were utterly divorced In 
ancient times, and for twenty ecaituries it was su[)[!osed that 
there u as no connection belM een them. 
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2. But our Bacon, greatly wiser — and for this lie has 3ie\^er 
received the thousandth part of the credit that is due to him — 
had the marvellous sagacity to perceive that in Natural Science 
are to he found the types and standards of reasoning v^iicli 
are to guide us in Moral and Political Science. lie inculcates 
the study of Physical Science, it is true, for its own sake, but 
not for its own sake only, but as the foundation of Moral Science. 
It is his transcendaiit merit to have perceived and proclaimed 
with the voice of a trumpet the grand doctrine of the continuity 
of the Sciences. And we must be the more earnest in defending 
tlie just title of Bacon to this glorious discovery, because the 
admirers of Auguste Comte have claimed for him the orginality 
of the idea. But we shall shew abundantly that Bacon was the 
true discoverer of the doctrine. With Pliysical Science not in 
a very much better state than it was in the days of Socrates, 
Bacon not only did not discountenance it, but he had the 
miraculous sagacity to perceive that the way to true and certain 
reasoning in Moral Science lay through Physical Science. He 
complains bitterly of the mutual damage to the Sciences by 
their separation, and the neglect of Natural Philosophy as the 
great nursing mother of tliem all. And it is a matter of 
common discourse of the chain of sciences, how they are linked 
together, insomiich as the Greeks, who had terms at will, have 
fitted it of a name of circle learning. Nevertheless, I that hold 
it for a great impediment to the advancement and further 
invention of knowledge that particular arts and sciences have 
been disincorporated from general knowledge, do not understand 
one and the same thing, which Cicero’s discourse and the note 
and conceit of the Grecians in their word circle learning do 
intend. For I mean not that use which one science hath of 
another for ornaiiicnt or help in practice, as the orator liath of 
knowledge of afiections for moving, or as military science may 
have use of geometry for fortifications ; but I mean it directly, 
of that use by way of supply of light and information, which 
the particulars and instances of one science do yield and present 
for the framing or correcting of the axioms of another science 
in theii- very truth and notions. And therefore that: example of 
oculists and title lawyers doth come nearer to my conceit than 
the other two : for sciences distinguished have a dependence or, 
universal knowledge to be augmented and rectified by the 
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superior light tliereof, as well as the parts and members of a 
science have upon the maxims of the same science, and the 
iniitiial light and consent which one part receiveth from 
another. ^ _And these are no allusions, but direct 

communities, the same delights of the mind being to be found 
not only in music, rhetoric, but in Moral Philosophy, policy, 
and other knowledges, and that obscure in the one which is 
more apparent in the other , yea, and that discovered in the one 
which is not found at all in the other; and so one science 
greatly aiding to the invention and augmentation of the other. 
And therefore without this intercourse the axioms of the 
sciences will fall out to be neither full nor true.” ^ 

3 Again, after shewing that one cause of the backward state 
of the sciences was the short period during wliicli they had been 
studied, he says — “ In the second place there presents itself tlmt 
cause of great weight in every w^ay, namely, that during tliose 
very ages in which the genius and learning of men have chiefly 
flourished, Natural Philosophy obtained the least part of human 
labour. And nevertheless this very thing ought to be held to be 
the great Mother of Sciences. For all arts and sciences if torn 
from this root, though perhaps they may be polished, and made 
lit for use, yet they will make no further progress. 

And the age during which Natural Philosophy was seen to 
flourish in Greece, was but a very brief interval of time, for 
both in the more ancient times, the seven who were called the 
wise men, all except Thales, applied themselves to Moral Philo- 
sophy and civil aftairs, and in later times when Socrates drew 
down pliilosophy from heaven to earth, Moral Philosophy pre- 
vailed more and more, and turned the minds of men from the 
Philosopliy of Nature.”^ So again — “To this it is to be added 
that Natural Philosophy, even among those very men, who have 
nurtured it, has scarcely ever obtained tlie whole leisure and 
employment of any one, especially in these later times ; except 
perhaps some instances of a monk in his cell, or a gentleman 
speculating in liis country house. But the Philosophy of Nature 
has been made as it were a passage and a bridge to something 
else. And so this great Mother of the Sciences has been with 
wonderful indignity thrust down to the office of a handmaid. 
^ Meanwhile let no one expect much progress in 

^ Jale/iUS To mums ^ (, 8 -Ac#? Or(j ^ B I ^ 
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tile ycieiices (eMpeeially ii) tlic practical part of tlieiu) 
Natural Pliiiosopliy be applied to cadi individual bv-ieiicej and 
eacli particular science be referred again to Natiii-al JNiilobOpliy^ 
Hence it is tliat astronomy, oidies, music, most of tlie mecliaiiieal 
arts, liiedicine itself, and — wliat one miglit more wonder at — 
Moual awb Political Piiilosopuy, logical sciences have 
scarcely any depth, but only glide over the surlace of a 
miiltitiiile of things, because, after these separate sciences liave 
been once distributed and erected, they are no longer nourished 
b}^ Natural Pliilosophy. Therefore it is not the least strange 
if sciences make no progress when they are torn from their 
roots.” ^ 

4. So also — piiid here it may be repeated what was said 
above, about the application of Natural Philosophy, and that each 
separate science must be referred to that again that the sciences 
may not be severed and cut off from the trunk. For without 
this little progress is to be hoped for.” ^ And again — Some, 
too, may doubt rather than object, whether we speak of Natural 
Philosophy only, or that the other sciences, logic, ethics, politics, 
are also to be brought to perfection by the same method. But 
most assuredly we mean what we said to apply to them all ; and 
as the common logic which acts by syllogism affects not only 
tlie natural, but all sciences, so also ours which proceeds by in- 
duction, embraces them all. For we form a history, and tables of 
discovery of anger, fear, shame, and the like, also ol examples 
in Politics, vSO also of affections of the mind, &e.” ^ 

So again — “ Let us now come to that knowledge to which 
the oracle of old leads us — ^namely, the knowledge of ourselves, 
upon which, as it touches us tlie more nearly, the moie diilgeiiee 
is to be bestowed. This knowledge is for men, the aim and the 
object of aU knowledges, but it is only a poi-tion of Nature, 
And let this be laid down as a general rule, that all divisions of 
sciences be so understood and applied that they may rather mark 
and distinguish them, than separate and divide tliein, so that 
we may always avoid a break of continuity in the sciences. For 
the contrary mode has made each separate science barren, 
empty, and erroneous, since they were not nourished, supported, 
and corrected by the common fountain and aliment.”^ — 

5 Oh/., B /, 80 ^ Kov. Oiuj , B I , 107. 

, B. Aj7h, 127. i Be Avgmuitib, Lih I , c 1, 
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iiave laid down tliat tliis is the function of Natural Philosophy 
to be the coniiiion mother of the sciences.” ^ 

5. It wa&j theiij the matchless and undivided merit of Bacon 
to discover that the same great finidamentai principles of 
reasoning govern all departments of hiiiiian knowledge^ and 
llial general principles of Logic govern particular sciences with 
a higher authority than belong to these particular sciences. It 
has long being observed that the genius of the Platonic 
Philosophy is essentially Inductive. Only Plato applied the 
Inductive method to the ideas of the moral world ; Bacon in 
the first instance to those of the Physical world. But the 
genius of the Philosophy of each is identical. The sublime 
discovery of Bacon was that Physical Inductive Science must 
PUECEDE Moral Inductive Science : that Natural Science is the 
nursing mother of all science, and that m it are to be found 
the types and standards of reasoning to which all other 
reasoning is to be referred ; that it is the Traicayioyog to lead us 
to the study of Moral Science. He proclaimed the union 
between Ideas and Reality, to which nothing earthly was 
comparable, which was the sole hope of attaining true science, 
and in consequence of the divorce between them, the whole 
fabric of human knowledge as theix existing was like some 
magnificent structure without any foundations. 

6. It has indeed been the fashion of some writers, lately, 
systematically to depreciate the merits of Bacon, and some 
almost seem to go the length of den^'ing him any merit at ail 
because it cannot be shown that the Movam Organma had 
any direct influence on the progress of physical discovery. 
He made no discovery himself, and the pi ogress of jfliyslcal 
science would have been just as great if he had never written. 
Even if these assertions were true, it would not in the least 
dimmish the lustre of that work. No one can fairly appreciate 
the meiit of tliat woik who is not Vvell acquainted with the 
absurdity of the grounds upon which the established opinions ot 
liis day rested. Bacon saw through this, and discovered the 
weakness of the grounds of the current belief with a clearness 
and penetration truly surprising. One leason, perhaps, why 
he may not have received his due share of credit IkS, that 
lie overrated the power of his Logic , and supposed that by 

i JjQ Au<jm„ L Q 1 
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its means discoveries could be made, so that almost all minds 
could be brought nearly to the same level, and make discoveries 
as equally as they could draw circles by coiupassc^s. Tliat 
he entirely hailed in tins is true, and it is })robable tlnat his 
failure in that instance has had vsome effect in making his 
real merits less thought of than they deserve. But he failed in 
this instance by not observing bis own rules. For ho has lahl 
down that the conceptions of a science aie to be franied with 
exactly the same care as the axioms, or gcneial principles. 
And he fell into exactly the same error liiinscif as he charged 
upon the Aristotelians, namely, considering Logic as an instru- 
ment of discovery. Whereas the fundanieiital couception of 
Logic is not the science of dlseoverinr/ truth, but the science of 
jadgUig whether or not certain alleged discoveiies are true. 
Logic is the science of Judgment^ and not an art of discovery, 
nor even an art of reasoning. The faculty of proposing notions, 
or ideas, or laws, or reasons, belongs to the Imagination or the 
Inmiition; bub all these ideas, conceptions, or Jaws, must be 
submitted to the tribunal of the Iteason^ or Logic, before they 
can be finally admitted to be true. And it is the jiroviiice 
of Logic to discover and apply the tests which any conception, 
or axiom, must satisfy before it can be admitted to be true. 
Cicero has described once, and for ever, the true function of 
Logic. — In hdc arte^ si modo est hcec ars^ nnllum est 
preceptum quo modo verum inveniatm\ sed tantam est quo 
modo JuBiCETun.’’ ^ When, therefore, we separate what falls 
within the limits of this conception from what transgresses it , 
when we consider that in his clay there wms not a single science 
from which be could draw his observations, there is no candid 
mind but must be astonished at his penetration and sagacity in 
anticipating and constructing the Science of Sciences. For the 
JSfoimrn Organum is not the science or the art of discovery, 
but it is the Theory of Theorizing^ or the Theory of 
Generalization: it is the science and the art of judging and 
deciding whether the conceptions and the axioms of the various 
sciences are true. NTo one can dispute the merit of Aristotle in 
discovering the syllogistic mode of reasoning, nor can blame 
him because his injudicious followers pushed it far beyond what 
be ever intended. But Aristotle founded his system indiiGtively : 

^ Dc Oratore, II., 38 
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liG framed it hj observing what examples of reasoning were 
acknowledged to be valid by common consent. Bacon founded 
Ills system a with no single instance of an Inductive 

Science in existence. He made no claim to have created a 
science, but only to have proclaimed the only true method by 
which a science could be created. And though no doubt 
additions have been made to Inductive Logic in modern times, 
yet the amount of success he achieved is truly marvellous. By 
a curious whim of fortune, the chief of the school of a jwiori 
reasoners founded his system inductively : the chief of the 
school of Inductive Logic founded his system a priori, 

7, And this great discovery, first seen and proclaimed by 
Bacon, has been rejieatedly enforced by the most eminent men 
since. Thus, Hewton says that an extension of our knowledge 
of the laws of Hatiiral Philosophy would certainly extend our 
knowledge of the laws of Moral Philosophy. So Bishop Butler 
says — “ There is much more exact correspondence between the 
natural and the moral world tlian we are apt to take notice of.” 
And the most celebrated metaphysical writers of the last century 
held the same doctrine. 

8. The earliest school of Economists in modern times 
acknowledged the same principles. Seeing, as is explained in a 
subsequent section, the intolerable misery under which their 
country groaned, a few righteous and generous philosophers 
struck out the idea that there must be some natural science, 
some principles of eternal truth, with regard to the social rela- 
tions of mankind, the violation of which was the cause of that 
hideous misery which afiiicted their native land. Although they 
did not in ail respects succeed, and were somewhat hasty in 
laying down general principles, so that in fact they gave their 
philosophy too much the air of a pr/ori dogmatism, they 
nevertheless acknowledged the doctrine that there is a Hatural 
Moral Science, whence they were called Physio crates. But this 
doctrine was proclaimed with much more earnestness and effect 
by J. B Say, the French Economist, who however had read Bacon 
with such extraordinary carelessness as to say — ^^The Chancellor 
Bacon, who was the first to teach that to understand the pro- 
cesses of Hature we must consult, not the writings of Aristotle, 
but Hature herself, by judicious observations and well-contrived 
experiments, was entirely ignorant that the same method was 
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applicable to moral and political sciences, and tliat it would' 
obtain the ssime success in tlicm ! I Passing OTcr, howiu er, 
tills extraordinary slaloment, lie says: — ^^Iii Political Economy, 
as 111 Physics, and in every thing else, men have made systems 
before establishing truths; that is, they have pulilished a^^j 1iul!i 
unfounded coiico])tioiis and pure assertions. Afterwards tliey 
applied to this science the methods whicli have conl]i])nie<l so 
much, since the time of Bacon, to the progress of all die others, 
that is the method of experiment, which essentially consists in 
not admitting as true anything of which observation and expe- 
rience have not jiroved the reality, and as general truths onl} 
such conclusions as naturally flow from them. This entirely 
excludes those prejudices and those antboiities vrhich in science, 
as in morals, in literature, and in government, intrude tliemseh'es 
between man and the truth.” ^ Again — “The manner how 
things are and how they happen constitute what is called tlie 
nature of tldngs^ and exact observation of the nature of things 
is the only foundation of all truth. Thence spring, too, different 
kinds of sciences : sciences whicli may be called deBcri29twe^ 
which consist iii naming and classifying objects, like Botany 
and Natural History. Then the Experimental Sciences, which 
teach us the reciprocal actions which things exercise upon each 
other, or, in other words, the connection between effects and 
their causes, such as Physics and- Chemistry. These last 
require tliat we should study the very nature of things, because 
it is by virtue of their nature that they act and produce their 
effects : it is because it is the nature of the sun to be luminous, 
and of the moon to be opaque, that when the moon passes 
before the smi the latter is eclipsed. A careful analysis 
sometimes is enough to inform us of the nature of a thing: 
sometimes it is only clearly made known to us by its efiects ; 
and when we cannot devise experiments on pmqiose, observa- 
tion is in every case necessary to confirm what analysis can 
teach us. 

^ ‘ These principles which have guided me will assist me to 
distinguish two sciences which have been almost always con- 
founded — Political Economy, loMch is an experimental science ^ 
and Statistics, which is only a descriptive science. 

^ Cotirs d^economiepohfig'ney Vol.n,^f 050 . 

® Tmite tV iconomte iiolitigm. DiSCours Pi'iih mmmrc , iJ. 3 . 
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Political Economy, as it is studied at present, is entirely 
founded on facts: beenuse tbe nature of things is a fact, as web 
as the result which tlows from it. Political Economy 

is established on jmpiegnahic foundations as soon as its 
fundamental principles are ligoroiis deductions from general 
undoubted facts.” ^ 

9. We have now, we thinlv, ohered ample evidence to shew 
that the great doctrine discovered and proclaimed by Bacon, 
that Physical Science is tlie true basis of all science, '^v-as 
admitted and acknowledged to be true by a long line of illus- 
trious men, and among others by tlie cultivators of the new 
science which was rising into existence — Political Economy, 
How fir tliey succeeded in realizing this conception is <|uite 
another matter. The great point was that the iirincqho "was 
admitted, and carried within itself tlie method ol judging and 
correcting any special errors that miglit lie made in any parti- 
cular science, Yfe have now to notice another writer who has 
had many ardent admirers in recent times. 

Augitste Comte proclaims the Doctrine of the ContinuiUj of 
the Sewtees^ hat falls to mahe Economics an Indtictive 
Science. 

10. Auguste Comte was born at Montpellier in 1705, of a 
high Catholic and Royalist famil}^ and was placed at one of 
Napoleon’s Lyceums, where great elForts were made to restore 
the old theologico-metaphysical system. Scarcely 14 years of 
age, he revolted against the system, and resolved to comineiiee 
a universal regeneration, both political and physical. In 1814 he 
entered the Meole Dolytechnlqae^ and the mathematical studies 
of the place strongly confirmed this tendency. Tie became 
convinced that the same spirit of philosophizing must be applied 
to vital and social questions, as bad already been applied to 
inorganic substances, and that the education which stopped at 
the latter was imperfect. The whole system of this Philosophy 
he called the Encyclopcedic Hierarchy. 

11. Comte denominates his doctrine the Positive Philo- 
sophy,” because lie says that every science has passed through 
three stages of opinion — Firsts The Tiieological — wlien men in 

1 T)aife (Tecononne j)oIitvp(e. Discourt> Preluninalre p, 5. 
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their ignorance and incapacity to account for plieiioineiia, i ihcrriMl 
them on all occasions to the interposition of the Deity — 

The Meta]>hysical — when they had abandoned the theological 
stagCj they tried to speculate on the causes of phenomcmg ami 
attributed them to certain mysterious agencies. Comte maintains 
that this is beyond the reach of human iaculties, and that, all 
they can do is to discover the Lems of the Phenomena, As an 
instance of the metaphysical state of science he takes the two 
prevalent theories of light — the emission and the wave theory. 
Both these he conclemns as unphilosophical, and considers the 
researches into the laws of heat as the ti ae model of scientiiic 
investigation This system of inquiring only into the Laws of 
Phenomena, he denominates the “Positive” system, to wdiicli all 
Philosophy will, he asserts, finally confine itself. 

12. [Now there is much truth in what he says regarding the 
theological phase of opinion. But Bacon had said the very 
same thing long before. He tells us that Providence acts only 
through secondary laws, and that these are the only ones which 
the philosopher has to investigate. So that there is no novelty in 
this part of Comte’s doctrine. In the next place men of science, 
long before Comte, were perfectly agreed that the true nietliod 
of procedure in every science is to begin by ascertaining the 
Laws of the Phenomena. ISTewton laid this down in his Optics, 
and the rule was perfectly well understood and acted upon by 
all physicists long before Comte. But with respect to Comte’s 
next doctrine, that philosophers must stop there, and never seek 
to investigate the causes of these laws, — that is a limitation of 
the powers of the human mind no physicist will ever submit to. 
In fact, as soon as laws are proved to be true they become 
phenome'im, A true theory is a fact which is proved by cir- 
cumstantial evidence. A theory is nothing but a reason, or a 
principle, or a law, which explains some phenomenon ; and of 
course, if the true reason be ascertained, it is a fact. By cob 
lecting a vast body of these laws together, the human mind 
naturally and irresistibly endeavours to discover, by the same 
method of philosophy, if these phenomena are not subject to 
general laws, like the first order, of phenomena. They will 
certainly try to discover whether there are laws of laws. When 
we once seek for laws at all, it is not more metaphysical to seek 
for the law of a law, than for the law of a phenomenon. In 
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factj Comte’s system would go to forbid ns to inquire into the 
reason of an}i}hing — all reason being metaphysical — a restraint 
the human mind will never submit to. 

13. Comte’s great doctrine is, that there is a certain pro- 
gressive order in science, and that the Social Science must be 
investigated by methods strictly analogous to those pursued in 
Physical Science, and that the study of the latter must pre- 
cede the foimier. But this is nothing more, as we have shewn 
above, than a reproduction of the Baconian doctiine of the 
Continuity of the Sciences. Comte says that there is a certain 
due and proper order, in which only the sciences can be properly 
understood. First, as the basis of all human knowledge, 
Mathematics; then the inorganic sciences, Astronomy, Physics, 
and Chemistry. Next, the organic science, Physiology, the 
study of the individual; and, lastly, Social Science, or individuals 
in society, whicli he calls Social Physics. Comte strongly urges 
the necessity of studying the anterior sciences in due and proper 
order, and that each one should be understood before proceeding 
to the next; and especially those w^ho study Social Pliysics 
should be well acquainted with Astronomy, Physics, Chemistry, 
and Physiology before they attempt it. 

14. It will be seen that the ideas of Comte are in reality 
identical wdth those of Bacon, and tliat his ‘‘Positive” Philo- 
sophy — except the untenable restriction he attempts to impose 
upon inquiring into causes — is simply the Baconian Philosophy 
wbich had been repeatedly assented to ]jy a long line of illus- 
trious men. And yet some of his admirers seem to think that 
this is a great discovery of Comte’s : — “Let me now call atten- 
tion to Comte’s initial conceptions; and first to the luminous 
conception of all the sciences — physical and social — as 
branches of one science, to be investigated on one and tlie 
same method. 

“ To say that science is one, and that the method should be 
one, may to the hasty reader seem more like a truism tlian a 
discovery ; but, on inqiiii ing, he will find that before Comte — 
although a general idea of the connection of the physical sciences 
was prevalent, yet to judge from Mrs. Somerville’s work, or 
Hersch ell’s Discourse^ it was neither very precise nor very 
profound — no one had thought of a Social Science, issuing from 
the physical sciences, and investigated on the same method. 
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111 IVicl, to talk of moral lions being re<liiee<l to a positive 
science would even now ]>e generally regarded as alisiird ! ! "’ ^ 

It lias already been seen how untenable is Ibe claim set n]) on 
behalf of Coiiito as the (nigmator of the idea that physical science 
is the basis of Social Science. Many illiistrlmis men had said 
the same since Bacon’s day, bnt unfortunately they had done 
little more than preach it, 

15 . Comte, however, was in a better position to realize this 
great conception than many others who had preached it. A higlil}' 
accomplished inatlieinatician, with the knowledge of the history 
of the Pliysical Sciences which had already been ci Gated, he 
devoted himself especially to Sociology, or Social Physics. He 
had before him the works of Economists of several countries, 
Italy, FrancGj and England. What a splendid opportunity, 
therefore, of realizing his conception, and gi\ing an example to 
the world of the creation of at least one Social Science on the 
model of a Physical Science ! What a noble opportunity of ex- 
ammiiig the current doctrines in Economics by the acknowledged 
standards of reasoning in Physical Science I approving, confirming 
and developing what was good and rejecting wliat was false, 
and pointing out the application of his doctrines. Accordingly, 
when we have passed through and admired his exposition of 
the principles of the Physical Sciences, we naturally expect a 
Physical Economics constructed in a similar manner, as the 
coping stone or the crown of the preceding work. What, then, 
is our astonishment to find that when he comes to Political 
Economy, ho speaks of it with the greatest coiitGra2)f, and does 
not admit it to be a science at all! Exce})! Smith, whom 
he lauds for not making it a science, he treats the Economists 
with the most iiiiboiiiided disdain ! How, the wmrse tlie condition 
of Economics was in the hands of its piofessed cultivators, 
the more glorious would have been the triumph of the Positive ” 
Fhilosoidiy, in shewing how it might be made a Positive” 
Science. But, just wdien he had the grandest opportunity, lie 
abandons the attempt. In the whole history of Science, tliere 
never was a more ludicrous collapse I So vanish the pretensions 
of Comte to create a Positive Physical Social Science. The 
huge mountain was in labour, and there was produced not 
even a ridiculous mouse. 

I J//. G JO LQiies\ Account of ComUh riuloboiihj^ m Bohifb sc/ ieb,j> 10 
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Self-contradiction of Hr, J, S. Mill as to the Method of 
Investigation proper to Economics, 

I — Mr, Mill says that the Inductive is the only proper 
Method to investigate Economics. 

16. The doctrine, then, that the same spirit of philosophizing 
is comiiion to physical and moral science, had now become one 
of the recognised dogmas of Philosophy. We need not quote 
others, but we may observe that Mr. Mill follows exactly the 
same strain as the preceding writers. He says — The backward 
state of the Moral Sciences can only be remedied by applying to 
them the methods of Physical Science duly extended and 
generalized.” ^ And again — ‘‘ In scientific investigation, as in all 
other works of human skill, the way of ailaining the end is seen, 
at it were instinctively by superior minds, in some comparatively 
simple case, and is then by judicious generalization, adapted to 
the variety of complex cases. We learn to do a thing in difficult 
circumstances by attending to the manner in uhich we hate 
spontaneously done the same thing m easy ones. 

This truth is exemplified liy the history of the various 
branches of knowledge which have succesbively, in the ascending 
order of their complication, assumed the chaiacler of sciences, 
and will doubtless receive fiesh confiniiation from those of 
which the scientific constitution is yet to come, and which me 
still abandoned to the uncertaintieLS of vague and popular 
discussion. Although several other sciences iiave emerged ironi 
this state, at a comparatively recent date, none now remain in it, 
except those which i elate to man himself, the most com})lex and 
most difificiilt subject of study, on which the human mind can 
be engaged. 

‘^Concerning the physical nature of man as an organized 
being — though there is still much uncertainty and much contro- 
versy, wliich can only terminate by tlie general acknowledgment 
and employment of stricter lules ot Induction Uvan aie commonly 
recognized, there is, however, a consitlerable body of truths, 
which all who have attended to the subject, consider to be fully 
established: nor is there nmv any ra<lical imperfecition in the 
method observed in this de])artment of science, by its most 
distinguished modern teachers. But the laws of J^Iiiid, and even 
in a greater degree those of Society, are so lai fioin being 
^ Lofjic Jl VI Ta'^ik of Contents. 
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attained, a similar state of even partial recognition, that it is still 
a controversy whether they are capable of becoming subjects of 
science in the strict sense of the term ; and among those who 
are agreed upon this point, there reigns the most iiTccoiicileable 
diversity on almost every other. Here, therefore, if any vliere, 
the principles laid down m the preceding Books may be expected 
to be useful. 

If on matters so much the most important with which the 
human intellect can occupy itself, a more general agreement is 
ever to exist among thinkers ; if what has been pronounced the 
^ proper study of mankind,’ is not destined to remain the only 
subject which philoso2)hy cannot succeed in rescuing from 
empiricism — the same ]3rocesses, through which the laws of many 
simple 2:)henomena have by general acknowledgment been jdaced 
beyond dispute, must be consciously and deliberately applied to 
these more difficult inquiries. If there are some subjects on 
which the results obtained have finally received the unanimous 
assent of all who have attended to the proof, and others on 
which mankind have not yet been equally successful ; on which 
the most sagacious minds have occupied themselves from the 
earliest date, and have never succeeded in establishing any 
considerable body of truths, so as to be beyond denial or doubt ; 
it IS by generalizing the methods successfully followed in the 
former inquiries and adapting them to the latter, that we may 
hope to remove this blot in the face of Science ” ^ 

1 7. In another |)lace Mr. Mill has given a more particular 
ex em|)iifi cation of the analogy between Natural and Moral 
Science—*^ Although the scientific arrangements of organic matter 
afford as yet the only complete example of the true principles of 
rational classification, whether as to the formation of groups 
or of series, these luinciples are a2:)2fiicable to all cases in which 
mankind are called iqDon to bring the various parts of any 
extensive subject into mental co-ordination. They are as much 
to the point when objects are to be classed for j^urposes of art 
or business as for those of science. The proper arrangement, 
for example, of a code of laws, depends on the same scientific 
conditions as the classifications in Natural History, nor could 
there be a better preparatory discipline for that important 
function than the study of the principles of a natural arrange- 

i Logic, B, VI, c. i. 
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ment, not only in the abstract but in their actual application to 
the class of phenomena for which they were first elaborated, and 
which are still the best school for learning their use.” ^ And 
again — These aberrations in medical theory have their exact 
parallel in politics.” ^ 

18. Here, at last, we might hope that we had attained a solid 
foundation. The preceding extracts contain as explicit and 
distinct an acknowledgment as it is possible for language to 
do, that in Mr. Mill’s opinion the Science of Society — of which 
Political Economy is one branch— is to be investigated by 
methods exactly analogous to those which have already been 
adopted, and led to such distinguished success in Physical 
Science, and that the only hope of raising Social Science to the 
rank of a Demonstrative Science is by doing so. And when 
Bacon, Newton, Butler, Locke, J. B. Say, Comte, Herschell, 
and Mill are unanimous that Economic Science, as one of the 
Moral Sciences, is an Inductive Science, we might hope that 
the question as to the method of investigation proper to it 
was finally set at rest. We have seen, indeed, that Comte, one 
of the loudest and most pretentious asserters of the doctrine, 
had made^ when put to the proof, the most ignominious fiasca 
ever made by a man of such pretentions and at the same 
time of such real knowledge. But we might naturally expect 
that Mr. Mill, who at one tune was a disciple of Comte’s, and 
who on this point so clearly maintained the same doctrine, 
would at last exemplify the doctrine in practice, and give iis 
a treatise on Political Economy, really framed after the manner 
of a Physical Science, consciously and deliberately. 

n, — J/r. 3Iill says the a peioui is the only proper 3Iethod 
to investigate Economics. 

19. What, then, is our astonishment to read: — “With the 
consideration of the definition of a science is inseparably con- 
nected that of the philosophic method of the science; the nature 
of the process by which its investigations are to be carried on, 
its truths to be arrived at. 

“Now, in whatever science there are systematic differences of 
opinion — ^which is as much as to say in all the Moral or Mental 
Sciences, and in Political Economy among the rest ; in whatever 
science there exist, among those who have attended to the 
^ Logic ^ B. jr., c. 8, 5. 2 Loqic^ B. F., c. 6, § 5. 
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subjectj wliat are commonly calle<l difrbi ences of priiK'iple, rn 
ilistiiigiiislied from diiloreiices of matter of tact, or detail — the 
cause will be found to be a cblFerence in tbeir eoueeptions of tlie 
|)hiloso})liic method of tlie sciences.” ' Also:- — “In the definition 
wc have attempted to frame of the Science of Political Economy, 
ve have characterised it as essentially an ahstmii science, and its 
method as the method a priori Such is undoubtedly its character 
as it lias been miderstood and taught by all its most distinguished 
teachers. It reasons, and as we contend it must necessarily 
reason, from assnni])tions, not from lacts. It is built upon 
hypotheses, strictly analogous to those which, under the name of 
delinitions, aie the foundations of tlie other abstract sciences.” “ 
Again : — This ought not to bo denied 1)y the Political Econo- 
mist If he deny it, then, and then only, ho places himself in 
the wrong. The a priori method which is laid to his charge, 
as if his employment of it proved his whole science to be 
worthless, is, as we shall presently sliew, the only method by 
which any truth can possibly be attained in any department of 
the Social Science!!”® Also: — “But we go farther than to 
affirm that the method a priori is a legitimate mode of pliilo- 
so])hical investigation in the Moral Sciences — we contend that it 
is the only mode. We affirm that the method a posteriori ^ or 
that of specific experience, is altogether inefficacious in these 
sciences as a means of arriving at any considerable body of 
valuable truth ; thougli it admits of being usefully applied in 
aid of tlie method a po'iori^ and even forms an indispensable 
supplement to it.” 

20. Plow, we simply place these extracts before our readers, 
and ask — ^Is it not astonishing that they should proceed from 
the same wiiler, who enjoys a reputation as a logician ? 

“ Can such things he, 

And overcome us like a summer’s cloud, 

Without oiu* special wonder ^ ” 

We shall postpone the consideration of the reasons alleged by 
Mr. Mill for maintaining this extraordinary doctrine, so plainly 
contradictory to what he himself had set forth in the previous 
extracts, until we have examined his assertion as to a matter 
of fact. He asserts that all the most distinguished Economists 
have treated it as an a priori science. We have already 

^ Mmojs upon some qveHions of Political Econotmpp 111 

^ Ihidyp 148 3 jf/. 145. ^ 
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shewn that this assertion is utterly contory to fact. J. B, 
Say, as we have shewn, expressly declares it to be an experi- 
mental science, and says that it is entiiely founded on facts, 
and so far from sanctioning the a pnori method of treating 
Political Economy, he expressly condemns those who do so. 
He says : — “ Other considerations not less delicate relate to 
what precedes. Some writers of the eighteenth century, and of 
the dogmatic school of Qiiesnay, as well the Englisli Econo- 
mists of the school of David Picardo, without employing alge- 
braical formnlffi evidently inapplicable to Political Economy, 
have wished to introdnce into it a kind of reasoning, which 
as a general rule all sciences reject, winch acknowledge no 
foundations but experience, I mean reasoning which lests on 
abstractions * When we admit as a basis, instead of a 

well-observed fact, a principle wdiicli is only iounded on disputa- 
tion, we aie in danger of imitating the schoolmen of the Middle 
Ages, who disputed about words instead of discussing facts, 
and who proved to be quite beside the truth. And ho gives 
instances where he considers, and in one at least justly, Ricardo 
and McCulloch to have fallen into error by adojiting this 
method, and he dwells on the mischief produced in tlie Science 
by adopting this metliod. Speaking of Quesnay, he says : — 
Instead of f rst observing the nature of things — namely, the 
way ill which things really liappen, classifying observations and 
educing general jirinciples from tliem — they began by laying 
down abstract generalities, which they called Axioms, and 
which they taught were absolutely self-evident. They then 
tried to bring particular facts into accord vdtii them, and 
deduced rules from them. This entangled them in the defence 
of maxims evidently contrary to good fiense, and to tlie expe- 
rience of ages While fully acknowledging their excellence as 
men, and also the real services they performed to the State, he 
says : — “ But, on the other hand, the Economists did harm by 
decrying several useful maxims, by making it he thought by 
their sectarian spirit, by the dogmatic and abstract language of 
most of their wiitings, by their oracular tone, that all those who 
em])loyed themselves in such researches were only dreamers, 
whose tlieories, however good the}^ might seem in liooks, were 
inapplicable in practice.”" He then points out that Adam Smith 

^ Tunic d'konomu' j>ohfu[ui\ 15 -Ihnl,2> "^25 
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pursued exactly tlie opposite method — namely, the mductivc 
method of educing principles fiom facts: — “When read 
Smith as he deserves to be read, wo perceive that there was no 
Political Economy beibre him ’’ Again : — “Before Smith many 
true laws had been brought forward. He was the first to shew 
why they were true. He did more: he has given the true 
method of pointing out errors: he has applied to Political 
Economy the new method of treating the Sciences^ in not 
searching out their principles abstractedly, but in going to facts 
most constantly observed, to the geneial laws of which they are 
a consequence. As soon as a fact may have a cause, the si>iut 
of system decides that it is the cause. The analytical spirit 
wishes to know why such a cause produces such an effect, and 
to satisfy itself that it could not have been produced by any 
other cause. Smith’s work is a collection of demonstrations 
which have raised many propositions to the rank of undoubted 
principles, and have plunged a greater number in the gulf 
where vague ideas and hypotheses, extravagant imaginations, 
struggle a short time, before being swallowed up for ever.” ^ 
Thus we see that Mr. Mill’s assertion that all the most 
distinguished Economists have considered Political Economy as 
an a priori science, and have treated it so, is entirely disproved. 
Whether we agree on all points with Say is another matter, but 
every one must admit him to be a distinguished Economist, and 
we see plainly that he not only declares, in the most emphatic 
language, that it is an experimental and an inductive science, but 
he condemns by anticipation the very doctrines Mr. Mill has put 
forth in the extracts given above, and points out the mischievous 
effect they had already produced. We entirely concur in and 
adopt these views of Say. So far from all the most distinguished 
Economists having adopted the a priori method, it is only 
Ricardo and his followers who have done so in this country, and, 
as we shall shew in the subsequent part of this work, with the 
most pernicious consequences. 

21. Having thus shewn that Mr. Mill is completely in error 
in his allegations of fact, and contradictory to himself on the 
method of investigation proper to the subject, we shall now 
examine the reasons he alleges for his last-mentioned doctrine. 
He says-— “There is a property common to almost all the moral 
^ Tialte iV^conomie jpoliHquc, 29. 
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sciences, and by which they are distinguished from many of the 
physical; that is, that it is seldom in our power to make experi- 
ments in them. In chemistry and natural philosophy, we can 
not only observe what happens under all the combinations of cir- 
cumstances which nature brings together, but we may also try 
an indefinite number of new combinations. This we can seldom 
do in ethical and scarcely ever in political science. We cannot, 
try forms of government, and systems of national policy, on a 
diminutive scale, in our laboratories ; sliaping our experiments 
as we think that they may most conduce to the advancement 
of knowledge. We therefore study ISTature under circumstances 
of great disadvantage in these sciences, being confined to the 
limited number of experiments which take place (if we may so 
speak) of their own accord, without any preparation or manage- 
ment of ours, in circumstances, moreover, of great complexity, 
and never perfectly known to us, and with the far greater part 
of the processes concealed from our observation. 

The consequence of this invariable defect in the materials of 
this induction, is that we can rarely obtain wliat Bacon has 
quaintly, but not unaptly, termed an expcrimmtiim crucisr'^ 
Also — “ Since, therefore, it is vain to hope that truth can be 
arrived at, either in Political Economy or in any other depart- 
ment of the Social Science, while we look at the facts in the 
concrete, clothed in all the complexity with which Isfature has 
surrounded them, and endeavour to elicit a general law by a 
process of induction from a comparison of details ; there remains 
no other method than the a priori one, or that of abstract 
speculation.”^ 

22. And that this opinion is no hasty or ill considered one, 
is evident, because Mr. Mill repeats the very same argument in 
his later work — We have thus already come within sight of a 
conclusion which the progress of the inquiry will, I think, bring 
before us mth the clearest evidence, namely, that in the sciences 
which deal with phenomena, in which artificial experiments are 
impossible (as in tbe case of astronomy), or in which they have 
a very limited range (as in physiology, mental Philosophy, and 
the Social Science) ; induction from direct experience is practised 
at a disadvantage generally equivalent to impracticability, from 

i JHnsaijs u])on some laisettled questions lu Political Eco^iomy^^, 146. 

^Ihd.xi 148 
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wliich it follows that tlie meChods in these sciences, in order to 
accomplish an} thing worthy of attainment, must be, to a great 
extent, if not principally, deductive This is alieady known to 
be the case with the first of the sciences we have mentioned, 
astronomy; that it is not generally recognised as true of the 
others, is probably one of the reasons why they are still in their 
in fancy And we must protest against Mr. Mill’s doctrine — 

The deductive method, which in the present state of knowledge 
is destined henceforth irrevocably to predominate m tlie cause of 
scientific investigation, A revolution is peaceably and progres- 
sively effecting itself in Plnlosophy, the reverse of that to which 
Bacon has attached his name. That great man changed the 
method of the sciences from deductive to experimental, and it 
is now rapidly reverting from expeii mental to deductive Of 
this doctrine we shall have something more to say hereafter. 

23. Mr. Mill’s reason, therefore, for maintaining in exact 
opposition to what he had done before, that Political Economy 
is not an Inductive Science, is that it is not possible to perform an 
unlimited number of experiments in it, as may be done in some 
physical sciences The slightest reflection will shew tliat this 
argunieiit is quite untenable. It is not possible to perform 
experiments in Mental Philosophy, yet all the most distinguished 
cultivators of Psychology in modern times, have inianiraously 
declared it to be an Inductive Science. It is not possible to 
perform experiments in comparative Philology, and yet, Max 
Muller strenuously urges that compaiative Philology is a 
physical Inductive Science. And it certainly would be most 
monstrous to declare that comparative Philology is an d priori 
science. The power of performing experiments at will is by 
no means an essential feature of an Inductive Science, though, 
no doubt, it gives enormous advantages in some cases. It is 
rarely possible to perform experiments in Geology, yet if any 
one were to maintain that Geology is an abstract d priori 
science, few people now-a-days would care to listen to such 
a person. Mr. Mill’s example of astronomy is scarcely relevant, 
because modern astronomy is undoubtedly founded on induc- 
tion, and is only a branch of mechanics, which is certainly 
an Inductive Science. And there are many other sciences 
to which the preceding remarks are applicable. It is perfectly 
^ Logic, B. IIL, c. 7, § 3. 2 logic, B, III , c, 13, § 7. 
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true that in Political Economy it is not generally possible to 
make experiments, except by those at the head of the State. 
We may therefore at once admit that a solitary inquirer has not 
the power of making an unlimited number of arbitrary experi- 
ments, and that he can only watch by direct observation those 
performed by the State, and these will be found to be amply 
sufficient for the purpose. But in Political Economy and the 
Moral Sciences generally — we can have what are in all respects 
equivalent to experiments — namely Feigned Cases. It is 
perfectly well known that when the application of a legal 
piinciple is doubtful, it is customary to feicm a case^ for the 
purpose of clearing up doubtful points, and the same is true of 
the Moral Sciences generally, and gave rise to the great Science 
of Casuistey, or Cases of Conscience. We can argue from 
feigned cases, and educe principles from them with exactly the 
same degree of certainty as if they were real cases; and also 
with the same degree of certainty as principles are tested 
by real experiments in experimental science. 

24 But there is one point which must be particularly 
attended to, in arguing from feigned cases, drawn from the 
very analogy of experiments. The feigned cases devised for 
the purpose of eliciting jirinciples must be possible. An ex- 
periment from its very nature is a possible combination of 
circumstances. Mow in Political Economy, or in any Moral 
Science, no true principle can be elicited from an impossihle case. 
It is not possible to predicate any result at all in such a case. 
Mor is this palpable truth of small importance. Writers who 
have adopted the a priori method have often argued from 
feigned cases, but they have not always observed this rule. We 
may cite one conspicuous example of the violation of this 
principle. In some attempts that have been made to show that 
an increase of the currency can have no effect in increasing the 
production of wealth, bu^vould only raise the price of existing 
commodities, it is sometimes argued in this way — Suppose,” it 
is said, “ people were to awake some morning, and find all their 
money doubled in quantity, what would be the effect ? Simply 
that the pnices of all commodities would be doubled.” But the 
answer to this mode of arguing is, that it is an impossible 
case, and no principle can be educed from such a case. It is 
not possible that such a thing should happen, and all results 
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attempted to be deduced from such an example iniist be dis- 
carded as futile. If we would educe principles of any worlli 
from a supposed case of the doubling of the quantity of the 
currencyj we must strictly suppose it to be doubled in the way 
it would Teally happen. 

25. There are then two great divisions of Inductive Science 
— Physical and Morale both absolutely identical in their geniuSj 
both to be followed and cultivated by the same method. Eow 
Physical Inductive Science often receives a name from the 
character of the method by which its general laws, or axioms, 
are proved, that is by observation and Experlmeat.^ and from 
this it is often called Experimental Piiilosopuy. Now it 
seems to be of advantage to have a distinctive name for Moral 
Inductive Science, or that great branch of Inductive Science, 
whose axioms are tested by observation and feigned cases^ or 
human Expermice, and the name of Expepaential Philosophy 
seems not inappropriate. Hence we have Inductive Science 
divided into two great provinces, Physical and Moral, which 
may be respectively called Experimental and Experiential Phil- 
osophy, and then we have this principle — What Experime^ds 
are to Experimental Science, possible Feigned Gases are to 
Experiential Science. 

26. As soon as we admit this, it follows that the whole 
of that great body of Inductive Logic, the foundations of which 
were so widely and grandly, and securely laid by Bacon, and 
to which many additions and extensions have been made as 
new principles of Inductive Logic were evolved in the gradual 
formation of the various Inductive Sciences, for the purpose 
of framing conceptions, and testing axioms or general principles, 
by due experiments, is applicable to frame the conceptions and 
axioms of Experiential Science by properly devised feigned 
cases, if experiments cannot be had. Thus we have only to 
substitute feigned oases” for ^^experiments” throughout, 
and we obtain an Inductive Logic for Experiential Philosophy. 

27. Political Economy, or Economics, then, being admitted to 
be a Physical Science, we have next to inquire what is the 
nature of a Physical Science, and what are the indispensable 
methods necessary to be observed to build up and erect a 
great Inductive Science of Economics on solid and durable 
foundations ? 
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ON THE NATURE OF A PHYSICAL SCIENCE ; AND 
ON THE FORMATION OF GENERAL CON- 
CEPTIONS AND GENERAL AXIOMS. 

1. As it is now generally admitted that Economics is a 
Physical Science, and is to be constructed in a manner analogous 
to that in which the various Physical Sciences have been con- 
structed, it will be of advantage to make some general remarks 
on the nature of a Physical Science, and to lay down some 
genei*al principles of reasoning which will assist us to decide 
various controversies in Economics which we shall have to 
consider. 

2. A Physical Science is the body of laws which govern the 
phenomena relating to some single idea, or quality, of the most 
general nature appertaining to material substances; and what- 
ever material quantity possesses that quality is an Element in 
that science, no matter what other qualities it possesses. 

Thus, every substance which possesses divers qualities will be 
an element in as many sciences as it has qualities. And single 
qualities may exist in quantities of the most divers natures. 
It thus happens that in every science there are elements of 
divers forms and natures. 

Thus the science of Arithmetic, or Algebra, is the science of 
number or measure; and, consequently, whatever can be num- 
bered or measured is an Aiithmetical, or Algebraical, Quantity. 
Thus quantities of the most divers natures are brought under 
the dominion of Arithmetic or Algebra, simply from their 
capability of being measured. 

Thus time, space, velocity, material substances of all sorts, 
which have no other property in common but the capability of 
being measured, are all Arithmetical or Algebraical Quantities. 

3. So the Science of Mechanics in its most general form 
treats of Forces. And these Forces are of the most divers forms 
and natures, and agree in nothing except that their effects can 
be measured. 
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Tile general deilnition of Force in Mecliaiiies is — Ajnjthhig 
tchieh causes^ or tenth to cause^ n^otion. 

Thus some loioes aie mateiial and corporeal, such as men, 
animals, &c Others aic incorporeal, invisible, and intangible, 
like gravity, decti icily, magnetism, c%c. Ollier forces are 
explosive, like gunpowder, &c There is also the force of tlie 
wind, steam, and otheis. 

Now, all these foices of the most divers natuies are all 
Mechanical Quantities, because they all satisfy the meclianical 
definition of Force. 

4. So Chemistry is the science of the combination of mole- 
cules, and there are bodies of di^xu•s torms, solid, liipiid, and 
aeriform. 

5. So in Optics and Heat, we have to consider how all sorts 
of bodies or substances, solid, liquid, or aeriform, atfect Liglit, 
or are affected by Heat. 

6. Now, as these are all experimental sciences, or sciences of 
causes and effects, the fundamental condition of any body of 
phenomena being capable of being erected into a science is that 
some method must be discovered of measuring the effects. 
Thus Heat could never have been erected into a science without 
the invention of the thermometer. 

The wFole certainty of the belief in Physical Science rests 
upon this, that the Creator has impressed or endowed material 
substances with certain fixed, uniform, and unchangeable quali- 
ties, and that similar causes will always produce similar eftects 
or phenomena, and when once the laws which govern the 
phenomena are ascertained by observation and experiment, and 
truly expressed in accurate language, we are always able to 
predict the consequences or effects that will follow from definite 
causes. 

7. Now if there be, as is asserted, a Moral Philosophy com- 
posed of a number of distinct Moral Sciences, as Physical 
Philosophy is composed of distinct Physical Sciences, what can 
it mean? And how is a Moral Science to be created on tlie 
analogy of a Physical Science ? 

It can only mean this— That man, like physical substances, is 
endowed with divers moral qualities, properties, or passions, 
such as Hope, Fear, Anger, Shame, Desire, Peseiitmeiit, 
Certain causes acting upon these different passions, or qualities, 
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produce effects in men. Mow, if these passions or qualities were 
as uniform and invariable in men as the properties or qualities 
are in physical substances, and if the same causes produced tlie 
same effects uniformly and invariably on each of these qualities 
in men, and if any means could be discovered of measuring 
these effects — if, in short, we could invent a Thumometer, as 
well as a Theemometeu — then each of these qualities or passions 
might be made the subject of a distinct Moral Science, as cer- 
tain as a Physical Science, and we should liave a body of hloral 
Philosophy as certain as, and analogous to, Physical Philosophy. 

8. Men, however, it is well known, are not endowed with 
these moral qualities in the same uniform and invariable 
manner that physical substances are. A person deeply con- 
versant with human nature may, no doubt, prognosticate the 
effects that will be produced on masses of men by certain 
causes, and on this knowledge of human nature is founded the 
power of the Statesman, the Orator, and the Poet. But it is 
not certain that each separate man will be amenable to these 
influences. It is a common observation that it is much easier to 
know human nature in general than any man in particular. 
It is also well known that these effects produced in men are not 
capable of any numerical measurement. Thougb, therefore, it 
is undoubtedly true that the general principles of reasouing are 
the same in Moral as in Physical Science, yet, from the want of 
uniformity in the properties or passions, and the impossibility 
of devising a means of measuring their effects, they are not 
capable of being carried to the same state of perfection as the 
Physical Sciences. 

9. Mevertholess, if there be any Moral Science founded on 
any quality of men wliicli prevails, and has prevailed, among 
men of all ages, countries, and vaiieties, with the same uni- 
formity and invariability as the qualities of physical substances 

— and more especially if its eflects can be measured nume- 
rically — such a Moral Science may be erected into a science 
closely approximating to the precision and the certainty of a 
Physical Science: and a Moral Inductive Science maybe created 
by observing the phenomena relating to that quality, and 
following the same course of generalizing the Laws which 
govern these phenomena, in all respects analogous to a great 
Physical Inductive Science. 
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10. ISToWj Political Economy, or Economic^, is declared to 1>e 
a Moral Science and an Inductive Science, and it is coiitesulcd 
that it is to be constituted and erecte<l into a science in the 
same manner as a Physical Science. What can this mean? 
and how is this to be done? 

It is perfectly well agreed now by all Ecoiiomi'^ts that 
Economics is the science which treats of things so far as they 
aie Wealth. It is the science which treats of the Imws which 
govern the phenomena of wealth. 

ISTow, without inquiring yet what wealth is^ and what that 
quality of things is which constitutes them “ Wealtli,” we 
may lay clown these preliminary considerations which must 
govern the course of the inquiry, and the method of constructing 
the science. The quality which constitutes things “Wealth,” 
must be some Siutgle quality of the most general nature ; and 
the Science of Wealth must be the science of the phenomena 
resulting from that quality* 

11. Following the analogy of Physical Science, we may lay 
this down, that whatever quality that may be defined to be 
which constitutes a thing Wealth — without at present in the 
slightest degree anticipating what it may be — we may say that 
in whatever that quality may be found to exist — it must be 
technically Wealth, whatever its nature he, and whatever 
other qualities it may possess. Arguing from the strictest 
analogy of Physical Science, we may say that whatever satisfies 
tlie Economic definition of Wealth, is an Economic Quantity, 
or Wealth — whatever other qualities it may possess. And 
Economics treats exclusively of the plienomena relating to tliat 
quality, and takes no notice whatever of any other qualities the 
quantity may possess, or of the phenomena relating to tliein. 
J ust as we may consider man purely as a mechanical force, and 
without reference to any other qualities he may possess, moral 
or physical. 

12. So much for the general conception of the science. 
We have to search for, and ascertain what that quality is which 
constitutes things Wealth, and then we have to search for and 
discover all the different species of quantities which satisfy 
that definition. 

Thus, with respect to glass, diamonds, oils, and other things, 
we know the qualities which bring them under the dominion of 
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Clieinistry, Optics, Heat, Electricity, &c., but wliat is that 
quality which biiiigs them mider Economics, or liiakes them 
Economic Quantities 

INow, argniiig from the general analogy of Pliysical Science, 
ami witlioiit in tlie least anticipating any controversies we may 
hereafter find to prevail on the subject, we may say that we 
may naturally expect tliat there will be found to be rpiantities of 
several diveis and disimct natures wlimli will satisfy the Econo- 
mical delinitioii of Wealth, and consequently be Economic 
Quantities And it is clear that wm must take caio to seawli for 
and ascertain all tliese diiierent species of quantities, ])e<;ause if 
we omit any, those conceptions and principles which may l^e 
founded on contemplating only ceitaia species will probably 
be found to be paitial and erroneous, and not true as geneja^ 
conceptions and general laws, and tliey will \itiate the results 
obtained It is infinitely better to commence at frst by 
ascertaining that wm have included all species in our Concc])tions 
and Axioms, than afterwards to have to pull down, wnden, 
enlarge, and re-coiistriict our s^^tem fiom caieless omissions ui 
tliG fiist instance. 

Thus wo see cleaily the natiP’e of a science. Oar lot ure 
object will be to discover to what body of phenomena tlie name 
of Political Economy, or Economics, is applicable. 

On the Formation of General Concepnoiu ami Ge/a ral 
Axioms^ or General Frliao^^hs. 

13. The natuie of a science being thus detei mined, the next 
point is to construct it, or to discover the laws which goiem 
its phenomena, or in other wmrds to be able to explain the 
phenomena. 

Every science consists of two parts — 1st, General Conceptions 
or Beiinitions, or a due classification of tbe (|uantities it tieats 
about, and 2ndly, the Laws which goicrn their relations, 
called by Bacon, Newton, and many others, Axioms oi’ General 
Principles. 

14. By that iiiysterioiis eoi relation which holds beuween 
reasonini! and reality, it is invariably found that If coneeplions 
of things are framed which are true to nature, and results are 
calculated according to reasoning which is also tine to natuie, 

T> 
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they ^\ill he foiiiKl to oorr*- yopd to leality That i^, if true 
Coneeptioiis aie framed, nod tuds P'a^oned :ihon{, i\ <iilis may 
he pnrh'cteil Ihit if ivmiUs aie edailaled, and it is fhinal 
tliat they do not correspond to milUiO, hut me paipahly and 
iiotonoiis]}' erioiieous, then we are jmmediatd)^ ceitaiii tlial 
eitliii die conception or the reasoning must he erroneous 

15 . Ihicoii says that there is a great and almost radical 
distinction between minds in regard to Philos tphy and Science , 
that some are more apt to })eiceire the dilfereiice of things, and 
others the resemblances. This distinction, though often msiste<l 
upon as fiindamental, will peihaps, ap}>ear to be less radical ii 
we consider tliat to do each accurately, depends upon tlic same 
general power of tlie mind, nouiely, that of se}airating complex 
terms into their elementary ideas, and discerning whicli are the 
subordinate ones. When the leading qualities in (fuantities are 
identical, they must be classed together, even although some of the 
subordinate ones aio opposite. On the other hand, when the 
leading pioperties are opposed, there is a fundamental distinction 
between the quantities, even though some of the subordinate 
ones are similar Thus the same general analytical power of the 
mind enables us to aimihilale spurious identities, and also to 
detect latent siimlaritie*^. Now, all true classification, which is 
as much as to say all true science, is based upon perceiving 
fundamental analogies beneath superficial differences, and 
fimdamental distinct ions beneath superficial resemblances. 

It). Now, the formation of Definitions, or Conceptions, is 
not arbitrary, or dependent on the will of tlie wiiter. Their 
forraatiou as well as tliat of Axioms, or General Laws, is strictly 
subject to certain geneial Philosophic Laws. 

We may state two canons of fundamental importance : — 

I The Fundamentid Cooice^Jtlons and xixioms of every Sdenee 
must he perfectly general, 

II. General Conception and no General Axiom, must 
contain any term^ involving more than one Fundamental Idea. 

The truth of this latter canon is manifest, because if any term 
involve more than one fundamental idea, it limits the Conception 
or Axiom, which is contrary to the first canon. 

Consequently, if we wish to bring Economics to the state of 
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an exact science, we must carefully examine all its fundamental 
Conceptions and Axioms, and reduce them to the state of gene- 
rality and simplicity, required by the above canons. Hence, if 
we meet with Conceptions and Axioms which violate them by 
containing several ideas, we must apply the general principles 
of Inductive Logic to discover which is the true general idea, 
and eliminate all other accidental, ])articiilar, or intrusive ideas. 

Oil the Formation of General Coneejjiions. 

17. Socrates, says Aristotle, was the first to frame general 
definitions, because he saw that all systematic reasoning must 
be based upon definitions ; and every philosopher of note, from 
that day to this, has repeated the same thing. The chief charge 
alleged by Bacon against the Logic of the schools was, that it 
was wholly inca})able of penetrating the recesses of nature. 

The Syllogism consists of ])ropositions, propositions of words, 
but words are the tokens and signs of Conce})tions. So that, if 
the very conceptions of the mind (wliich are, as it were, the 
soul of words and the foundation of this superstructure and 
edifice) are badly and inconsiderately formed from the fiicts, 
vague, nor sufiiciently definite and limited, laulty in short in 
every wmy, it ruins every tiling.”^ Over and over again he 
repeats that the formation of Conceptions, or Definitions, and 
Axioms, or General Laws, by true induction is the only way of 
expelling firllacies. So, in afilrming that the Conceptions and 
Axioms of his own day wmre utterly worthless, lie says : — “ The 
discoveries already made in the sciences are of such a sort as 
scarcely to be below the surface of the vulgar notions ; but, in 
order to penetrate to the deep recesses of nature, both Concep- 
tions and Axioms must be derived from facts, by a more certain 
and guarded method.”" Again : — “The formation of Conceptions 
and Axioms, by a true induction, is assuredly the true remedy to 
drive away and expel fallacies. And of these fallacies, the 
fallacies of language (Idola forl)^ which men gain from one 
another by common discourse, are the most troublesome of all. 
For the ill and unfit choice of words wonderfully obstructs the 
understanding. For words plainly exert a power over the 
understanding, and throw everything into confusion, and lead 
^ Dlstrihut/o 0pe,ri8. ^ Nov. Org.* B, Aj)h. 18 . 
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men away into numberless empty controveisies ami pliaiitasies ; 
for men believe that tbeir imderstaiiJiiig controls llieii laiigiiagOj 
but it is also true that language le-acts and turns back its ])ower 
over tlie iiiulei standing, wbicli is tlie very thing wliicli luis ren- 
dered pliiloso])liy and tlio sciences sojdiistical and iiiaoluc. 
Eiit words are commonly framed by the ca])acity of the vulgar, 
and divide tilings according to the lines 'which are most obvious 
to the iniiids of the vulgar. And whenever a clearer intellect 
and a more careful observation wishes to sliift these linos to a 
truer agreement witli nature, words cry out against it. Tims it 
happens that great and important discussions of learned men 
otieii turn into controversies about words and names, with 
which, according to tlie wnse custom of mathematicians, it 
would be more prudent to begin, and so bring them into order 
by Definitions.” ^ 

Again — The formation of ideas or true Conceptions and 
Axioms hy true induction is, no doubt, the proper remedy to be 
applied for the keeping off and clearing awmy fallacies. To 
point them out is of great use; for the doctrine of fallacies 
is to the iiiter})retation of natuie what the doctiiiio of the 
refutation of soijhisms is to common Logic.” Also — “ The 
fallacies Avhich wmrds impose ujioii the understanding are of 
two sorts. They are either names of things -which do exist, but 
are confused and ill defined, and hastily and irregularly formed 
from the facts. And this class which is formed by a bad and 
unskilful a])Straction is intricate and deeply rooted.” ® — “And the 
assistance of this induction is to be used, not only in disco verino' 
geneial laws, but also in the formation of conceptions. And 
assuredly in this induction the chief hope lies.” 

Bacon then places the foundation of all science in the 
extirpation of fallacies (Idols) and the obtaining true general 
coiice|)tioiis (Ideas) from nature and reality itself by genuine 
iiidiiclioii, which are not to be fanciful fictions of the mind. He 
luamtams that conceptions are to be obtained in the same manner 
as Axioms or General Lawxs. But he has not given any examples 
of his raetliod, nor indeed was it possible that he should do so. 
No Lt>gic can shew how it can be done. It is tlie pait of 
Iinagiuation, or Invention, to devise and suggest fundamental 

S Xoe Org., R. /, Agh 89. ^ Xot\ Otg., B, Z, 40 . 
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conceptions^ and of Logic to determine wlietJier they be true or 
not. The Baconian metliod of induction lias been far nioie 
generally a})plicd to Genercol La^rs than to Conceptions. From 
wlience some have drawn the conclusion tliat his inetliod is 
piaclically useless. We hope that we sliall bo able to sliew that 
this IS not SO5 but that the Baconian, or Indiictivej Logic may be 
applied with decisive effect in determining the controversies 
which prevail up to the present lioiir as to every single Geiierai 
Conce[)tion in Economics. 

And most men eminent as clear thinkers since the days of 
Bacon have dAvelt upon the importance of true conceptions. 
Thus Hobbes says — “ In the right deiiiiiiion of names lies the 
first use of speech, which is the acquisition of science And in 
wrong or no definitions, lies tlic first abuse from which proceed 
all false and senseless tenets.” And again — Every man who 
aspiies to true knowledge should examine the definitions of 
foinier authors, and either coriect them, or make them anew.” ^ 

One of the most valuable parts of Locke’s Essay, is that in 
•which he dwells upon and enfoices the necessity of accurate 
general terms, and tlie importance of refining and polisliing 
coiimion language for philosophical pm poses. And he esjiecially 
notes the mischievous consequences that follow from tlie incon- 
stant use of them — ^Ht is haul to find a discourse written iii)on 
any subject, especially of controversy, wherein one shall not 
observe, if he read with attention the words (ami those commonly 
the most material in the discoin sc and upon which the argument 
turns) used sometimes in one collection of simple ideas, and 
sometimes for another, which is a peifect abuse of language 
Words being intended for signs of my ideas to make tliem 
known to others, not by any natural sign^ficatian, but by a 
voluntary imposition, it is plain cheat and abuse, wfiien I make 
them stand sometimes for one thing and sometimes for aiiotliei ; 
the wilful doing whereof, can be imputed to greai folly, or 
greater dislionesty.” ^ Again— Knowledge and reasoning re- 
quire precise determinate ideas. The multi] fiication and 
obstinacy of disputes, wdiicli have so laid waste the intellectual 
world, is owing to nothing more than to this ill use of words. 
For though it is generally believed that thei-e is great diversity 
of opinions, in the volumes and variety ot coiitroveisies the 
I L('ViatJun7, pf J, r 4 - B. flL, e iO, ^ 5 
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world is distracted witli, yet tlie most I can find that the 
contending learned men of dilTerent parties do, in tlieir arguinos 
one Avitli anotlier, is, that they speak dllieu'nl languages.’'^ 
Locke then says tliat by proper attention being ]>ai(l to language, 
kimal Science may be reduced to demonstration. — Upoii this 
ground it is, that I am bold to think that Morality is capable of 
demonstration, as well as mathematics; since the precise real 
essence of the things moral words stand for may be peifectl} 
known. xVnd, theiefoie, the negligence and 

perverseness of mankind cannot be excused, if their discoin ses 
in morality he not much moie clear than those in Natural 
Plnloso})hy. ^ Yet this, the least that can be 

expected, that in all discourses, wliereiu one man })reteii(ls to* 
insUiict or convince another, he should use tlie same woid 
constantly in the same sense; if this were done, w^hich nobody 
can refuse without great disingeniiity, many of the books 
extant might be spared, many of the conti oversies in dispute 
would he at an end, several of these great volumes, swollen with 
ambiguous words now used in one sense, and by and bye in 
another, would shrink into a very nai row" compass.”^ Ilow true 
all this IS of Economics, any one w"ho has read the subject can 
tell! 

So also Mr. Mill peifectly acknowdedges in a general way the 
importance of true conceptions. ‘MIow to define a name may 
not only be an inquiiy of considerable difficulty and intncacy, 
but may iiivohe considerations going deep into the riatuie 
of the things which are denoted by the name.’'^ Again — Few 
people have reflected how great a knowledge of things is 
rerpiired to enable a man to affirm that any given ai-gument 
till ns wholly upon wmrds. There is, perhaps, not one of the 
leading terms of philosophy whicli is not used in almost 
innumerable shades of meaning to express ideas more or less 
wi<lely diflerent from one another. Between two of these ideas 
a sagacious and penetrating mind wdll discern, as it w"ere 
intuitively, an imobvious link of connection, upon wffiich, though 
pel Imps iiiiable to give a logical account of it, lie will found 
a perfectly valid argument, which his critic not having so keen 
an insight into the things, will mistake for a fallacy turning on 

^ Essay, B. Ill . c. 10, § 22 2 Essay, B. Ill, c. 2, ^ 16, 17, 26 

3 Lotju‘, B. J ,c 8, § 7. 
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the double meaning of a term. And the greater the genius 
of him who safely leaps over the cliasm, tlie greater will 
piobablj be the ci owing and vain gloiy of the mere logician 
who, hobbling after him, evinces Ifis own superior wisdom by 
pausing on its brink, and giving up as desperate his proper 
business of bridging it ovei And concluding the chapter, 
he sa}S — And since upon the lesuU of this inquiry lespecting 
the causes of the properties of a class of things, there ineiden tally 
<lepends tlie question wliat shall be the meaning of a wor<l, 
some of the most profound and most valualde mvestigations 
w^hicli philosophy presents to us have been introduced by and 
have offered themselves under the guise of inquiries into the 
definition of a name.”^ 

After so distinctly recognizing the importance of true 
definitions, it might naturally be expected that Mi Mill should 
bestow extraordinary care on tlie ascertainment and settlement 
of the Fundamental Conceptions of Economics, the obsciiiity 
and confusion of which, every one knows, have given rise to the 
greater part of the controversies in the subject. But just 
as in the former case, where Mr. Alill, after having amply 
acknowledged that Moral Science is to be cultivated in the sjiirit 
and method of Ph^’sical Science, when he comes to Economics 
in particular, turns his back upon liiinself, and maintains that it 
is an a priori science ; so here, after amply acknowledging 
the importance of true Philosophical Conceptions, wdien he 
comes to Economics he says — It is no part of the design of 
tliis treatise to ami at metajihysical nicety of definition whei'e 
the ideas suggested by a term are already as rletermmate as 
practical purposes require.” ^ But what definition m Economics 
is as determinate as practical purposes lequire''' Not a single 
one ! And in a subsequent chapter we shall see how coiitia- 
dictory are many of Mr. Mill’s definitions. 

On ihe Formation of General Axioms 

18 . Having obtained General Conceptions or Definitions of 
Quantities tieated about, oiii next piu[)Ose is to discover the 
General Law which governs their relations to each otlier, and 
ill seal cliiiig for this, we must observe that, there can be but 
1 Lvijic^ B, J., c, 8. 7. ^ Lofpi^ /, r S, 7. ^ Pol 3 on , p 2 
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ONK Groiierai Theory nl the b‘isls of nil plioiioiiiepa. In par- 
ticalar Jassos of cnse<, thcac may aiuloubtedly he olliei 
circniiistapocs Avhioh may a^^raaate, iieiitralizej or o\eipoA\erj 
fliid sejiiiLR^ly imeis3 the (toiickiI Theoiy; ])iit hn* all that, it 
IS tlieie, .iii'l acts iioivorsnily In seveial dilterent sciiaices 
no .loaht diuc'ent General Tlieoiles have prevailed, suJi as 
ill Astionoioy, l>[(tieSj Heat, Electricity, &c. ; but no Plnsieri 
Philo'-oplier evei dreauit of ex})lainiiig every dilFereiil class 
ol' [)]yejioniena by a diStiiicl llieo«'y. ISTo one ever thonglit of 
writing a book on Astronomy, in which one chapter was 
written on the Ptolemaic Tlie^ny, anotlior chapter on the 
Oo’poriuerai Theory, and anotliei cliaptcr on T}cho Ih aim’s 
Theory. No one ever thought of writmg a book on 0[>tics, 
one [>art of winch was based upon the Emission Theoiy, 
and aiiollier on tlie \7a\e Tlieoi} of Liglit, and so on of 
the other sciences. It has always been clearly understood 
that tlieio could be but one General Theoiy wliicli governed 
ail idienouiciia, though liable to be modilied by disturbing 
causes in particular cases And the business of the Physical 
Piiilosophei has always been to discover wdiicli is the true 
General Theory; and the grand busiuoss of the Baconian, 
or liul active, Logic, lias been to discover and lay down the 
principles which are to decide which is the true Theory In 
polincs, no doubt, we re(|ui?*e the spirit of com]>ioiiiise, and 
many contra lictioiis are tolerated for the sake of geneial peace. 
But in science, toleiation and conipronilse are iiiipossille. It is 
alwa}s a nioital combat bet-ween rival tbeories. All but one 
must perish; and it is tlie business of Inductive Logic to 
proiKuaice the doom of Life or Death. 

Now without even yet detei mining what Economics is, 
vre may L‘iy this down, that if it be a Physical Science, as is 
so open Jisseited, fa ere can bo but one General Theory of 
tlie relations between Economic Quantities To bieak up 
Economic phenoinena into distinct classes of cases, and to 
niaintain tliat there is a distinct fundamental Theory, or Axiom, 
or Law, goveruing each class of cases, would be utterly ab- 
horrent to the fundamental principles of Natural Philosophy. 

Bacon gives abundant precepts for the determination of the 
trutii of rival theories, aiicl he enforces the necessity of carefully 
dewiseJ experiiiieiits (mid in the l^Ioral Sciences possible feigned 
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c.Kes)^ ami tlie atleiilion nooessary to contrive a variety of tEeni; 
and to extend the inquiry generally. For no one successfully 
investigates the iiature of a thing in the thing itself.” And lie 
a<lvises iis to imitate tlie Divine Wisdoiiij which in the first day 
created light only. So we must endeavour to gather from all 
sorts of evpeiicnce, and to discover true causes and general 
piincipleSj and to devise exp er hue) it a litcl/em^'^ for this 
pin pose, or instances contrived with the express view of testing 
geiieial piinciples before we go to practice. For he says that 
all true knowledge consists in knowing tine causes, and that 
wluch 111 Tliooiy is the cause, in Practice is tlie rule. ^^For 
tlioiigh we are clueily in pin suit of the piactical and active part 
of science, we must wait for the lime of tlie harvest, and not 
reap tlie moss or the green corn. For we well know that 
geneial principles once rightly discovered, will cairy whole 
troops of woiks with them, and will produce effects not in 
single instances, hot in multitudes ” ‘ 

Some writers of eminence, indeed, seem to think that Bacon 
has neglected too much, or even omitted, the deductive part of 
science, or the explanation of phenomena by general piinciples. 
Blit we cannot agiee to this. lie has clearly and repeatedly 
asserted that liis Philosophy consists, first, of the eliciting 
general coiice})tions and general axioms from particular cases 
— the Inductive part — the ascending to abstract principles from 
concrete cases; and, secondly, the descending part, or the 
application of general principles, so obtained by Induction, to the 
explanation of pheiiomena. Amoms duly and orderly formed 
from particiilais, easily discover the way to new particulais, and 
thus render sciences active.”' — ‘^Tlie true method of ex])erience, 
oil the central y, first lights the candle, and then by means of the 
candle sliews the way ; commencing as it does with experience 
duly oidered and digested, not hungling or erratic, and from it 
educing Axioms, and from established Axioms again new experi- 
ments.” “ Fioin the new light of Axioms, which, having been 
educed from these particulais by a certain method and rule, 
shall in their turn point out the way again to new particulai’s, 
greater things may be looked for. For our road does not lie on 
a level, but ascends and desce^tds ; first ascending to Axioms, 

1 Pibtnhuiio Ojpenb - Ncu" 0/^, J? i, Ap *2i. 

3 Not’ (9 k/., B i., 81 
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ti)eii descending to works,” ^ And the truth is tliat tiic 
knowledge of simple natures well examined and defiiied is 
light; It gives eiitiance to all the seciets of nature's Avorksho|g 
and virtiiaily include*^ end diaws after it whole ]>audfe and troops 
of works, ami opens lo us tlie source of the noblest axioms." “ 

It clear]/ apiiears, tliereiore, tl.at Deduction was not only an 
essential par: of tea Baconian Pbilosopli}^ but its veiy aim and 
object, because it was die practical part of it. The very aim of 
Bacon was, by discovering true science or tlie knowledge of 
causes, to be able to govern the world of realit}, or elFects. To 
say, tlieielbre, Piat Bacon omiited the Deductive pait is mani- 
festly as great an erior as fiiat of J. B. Say, who declared that 
Bacon was tpilLe ignorant tliat the method of Ins Plulosupliy 
was a})plicabie to anything bat Physical Science. Mr. Mill is, 
therefoie, also in error when he says that a i evolution in science 
is peaceably lakmg place, and that w^e are reverting fi om the 
Inductive lO the Deductive method Even if it were true, it is 
not a revolt from, but the ex])ress fulfiliiieiit of, the Baconian 
Philosop'ny. And we think the example Mr Lail has selected 
peciiliaily unfortunate, because the [iractical trmm})hs of the 
astronomer are entirely due to the Theoretical, or Inductive, 
discovery of the fuiiclamental Laws of Mechanics Astronomy 
is nothing whatever but a practical example of the general laws 
of Mechanics, and is the most sublime proof of the trutli of the 
Baconian Philosophy. 

I D . One of the gi eat fundamental Laws of Inductive Logic per- 
vading every part of the Nomim Organmn^ and expressing its 
very spirit, is called the Law of Continuity^ and is thus 
described by Whewell, N'ov, Org. Lenov.^ p. 221 : — 

“ A quantity cannot pass from one amount to aitother hy a'}iy 
change of conditm^s^ icithout passing through all the mter- 
niedlate magnitudes^ according to the intermediate conditions^ 

This Law may often be employed to correct inaccurate de- 
ductions, and to reject distinctions which have no real foundation 
ill nature. E’er example : The Aristotelians made a distinction 
between motion according to nature (as that of a body falling 
vertically downwards) and motion contrary to nature (as that of 
a body moving along a horizontal plane) ; the former they held 
became naturally quicker and quicker, the latter naturally slower 
5 Wo'y. Or^., B J, 103. 2 J^o^^ Qtrj,, B, J, Jjj., 121. 
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aiul slower. But to this it might be replied that a horizontal 
line may })ass by gradual motion through various inclined posi- 
tions to a vertical position, and thus the retarded motion may 
pass into the accelerated; and hence there must be rome inclined 
plane on which motion is natiiially iiiuform, which is false, and 
therefoie the distinction of such kinds of motion is unfounded.” 
That is to say, there is no point whatever at which one kind of 
motion passes into anotlier. Again : The evidence of the 
£i(m of Gonthhuity resides in the universality of those Ideas, 
which entei into our apprehension of Laws of Mature. When 
of two f|U!mtities one depends upon the other, the Law of Con- 
tinuity necessaiily governs the dependence Every plnlosopher 
has the power of applying this Law in proportion as he has 
the faculty of ap{)i’ehendlug the Ideas whicli lie employs in liis 
Induction, with tlie same clearness and steadiness which belong 
to the fundamental Ideas of Quantity, Space, and NTumber. To 
those who possess this faculty, the Law Is a rule of very wide 
and decisive application. Its use, as has appeared in the above 
example, is seen radier in the disproof of erroneous views, and 
in the correction of false propositions, than in the invention of 
new truths. It is a test of truth rather than an instrument of 
discovery ” ' — which, we may observe, is t!ie true function of all 
Logic, both Aristotelian and Baconian — formal and inductive. 

The Law of Continuity is one of the most ])Owerful weapons 
of Inductive Logic, and is of very wide application in Physical 
research It has been employed with immense effect in settling 
the fundamental conceptions of Mechanics, Electricity, Geology, 
and indeed of every other science. Its capability of being 
applied to settle the fundamental Conceptions and Axioms of 
Economics has never yet, that we are aware of, even been 
suspected! And yet we shall shew that it is capable of 
absolutely deciding and determining once and for ever, the 
greater poition of the controversies m Economics. 

The great philosophers who founded the Physical Sciences 
instinctively obeyed the Laws of the Baconian, or Inductive, 
Logic, which are undoubtedly true in the main. In fact this 
Logic, must have been necessaiily evolved in the process of 
the formation of those sciences. Because in all controversies 
it is necessarily assumed that there is some supreme power 
^ Whewfll^ Xot\ Oitj , , [). ‘223 
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wliicli is admitted to be capable of deciding authoritatively on 
all scientific discussionsj wliich must be yielded to by both 
parties, or else there is no prospect or possibility of bringing the 
discussions to a final end. And that supreme power is the 
Eeason, the Di\iiie AOPOE, or Logic — the coimiion })io})eity 
of Goi> and M in. ^ 


“ Know that in the soul 
Are many lesser faculties that seive 
Eeason as chief; among these Fancy next 
Her ofhcc holds; of all external things, 

Which the five watchful senses represent, 

She foims nnaginatioiis, aeiy shapes, 

Which Eeason, joining or clisjoiiiiiig, frames 
All what wc affirm or what deny, and call 
Oui knowledge or opinion, then retires 
Into her pilvate cell, when Kature rests 
Oft in her absence mimic Fancy ivnkes 
To imitate her, but, misjoining shapes, 

Wild woik produces oft — 

111 matcliiug w^ords and deeds.” 

The wonderful sagacity of Bacon was that he anticipated this 
natural process, and first created that science of sciences, whicli 
rules every particular science with supreme power. All con- 
troversies in Economics both as to Conceptions and Axioms 
must be brought to the tribunal of this supreme power, anrl 
must be decided by exactly the same general principles of 
Inductive Logic, as Lave already decided finally the contro- 
versies in Physical Science. 

‘20. We shall endeavour in the next three chapters to shew the 
application of the principles we have been considering. In the 
first place we shall give a narrative of the differences of opinion, 
or a History of the Ideas that have prevailed as to the 
nature and limits of the science of Ecoiioiiiics itself, and 
employ the principles of Inductive Logic to determine which 
is the true one. We shall frame a Definition, or precise 
Conception of the Science, clearly expi'cssing the body of 
phenomena, whose laws it is our business to discover. 

The next chapter investigates the Fundamental Conceptions 
of tlm Science, and brings together various controversies 
and discussions which have been held on each of them, and 
^ Ciceio De legihus^ JB § 5. 
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si lews the application of Inductive Logic to determine which 
are the true General Conceptions. 

The chapter after that investigates the General Theory of the 
Science, or tlie General Law which governs the relations of 
Economic Quantities. It also states and discusses the different 
theories tliat are current, and shews the application of Inductive 
Logic to deteiinine which is tlie true General Theoiy. 

This completes the Inductive, or Theoretical, portion of the 
Science, in vliich true Conceptions and Axioms are obtained by 
genuine Iiidnctioii fioni nature itself. 

We then come to the Deductive, or Practical, portion of 
the Science, which exhibits the application of these principles 
to explain the phenomena of Economics ; thus giving an ex- 
ample of the complete formation of a great Moial Science, 
both Inductive and Deductive, aftei the stiictest model of a 
Physical Science, on rigorous Baconian principles. 



CHAPTEP. IIT. 


(M TI-IE HlSTOFwY OF IDEAS AS TO THE HATUEE 
AND LBHTS OF THE SCIENCE OF POLITICxlL 
ECONOMY, OR ECONOMICS. 

Section I. History of Economical Ideas until the rise 
OF THE Economists in France. 

Section II. The First School of Modern Econo^itsts in 
France, called the Pxiysiocrates. 

Section III. The Second School of Economists. 

Section IV. The Third School of Economists. 

] . The first thing to be done in the study of any science 
is to endeavour to form a proper conception of its nature and 
limits : then to examine it in its whole extent up to those 
limits, and to refiaiii rigidly from all discussions and inquiries 
wliich transgress them. In many sciences this is no easy task, 
but in none is it so difilcult as in Political Economy, or 
Economics. In no other science have eminent writers taken so 
difterent and various views of its nature and extent: have 
difiered so much as to what should be included iii it ; or have 
so varied in their treatment of it. There is nothing in the 
name of the science which would appear to mark out its precise 
limits. Seeing then the wnle division of opinion on the subject, 
the best way will be to give a succinct History of the Ideas 
which have pi e\ ailed as to its nature and extent, and to point 
out the philosophic reasons which shew the superiority of 
one system. 

ArUtotk the founder of the Science of Follilcal Economy^ 
or Ecoiiomice. 

2. Aristotle may be considered as tbe founder of the science 
of Economics. He treats of Man in his relation to himself, or 
Ethics; in his relation to other men, both in his })rivate and Iiis 
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public caijacitjj or Politics ; and in his relation to property, 
or Ecoi^OMics. And lie considered Economics as the method 
by which a revenue is acquired. In the second book of the 
Economics^ which, though it is supposed by the best ciitics not 
to be by him, is yet of his school, four species of Economy are 
desciibcd, the Regal, the Satrapical, the Political, and the 
Domestic. Tlie first two relate to the manner in which a 
Monarchical and a Satrapical Government raise a revenue. The 
thud how a Free State { 1 : 6 X 10 ) raises a revenue; and the fourth 
and last, how a private person earns an income. Tims we see 
that the expression Political Econ-omy in this treatise, the 
first in which it occurs, denotes the method in which a Free 
State raises a revenue. 

3. In Ills Fthks and Politics several of the true general 
Conceptions of Economics are given, sacb as Wealthy Currency^ 
yialiie^ to which men have at length come back, after having 
strayed away from tliein for many centuries. And it would 
liavG been well for mankind had they never abandoned them, as 
tlieir having done so has been the cause of incredible calamities. 

We may observe here that Aristotle defines Wealth to he 
anything whose value can he measured in money , V alue to he 
the relation which anything bears to something else ; and Money 
to be a pledge for future payment, wliich are the true funda- 
mental conceptions of the science. 

4. Xenophon has left us a Dialogue, in which he makes 
Socrates discourse on Economy, \\hich he says is a distinct 
science like medicine, and architecture, in which he points out 
that Oaoc, did not mean a house which was okAt, hut all that 
a man possessed, all his substance, or estate. And this was 
the meaning of the word in Attic Law, as we have shewn in a 
subsequent section. 

5. Among the few remaining Economical treatises of the 
Ancients, a very remarkable one may be mentioned. It is 
entitled the Fryxias^ and passes under the name of ^Eschines 
Socraticus, thoiigli the host authorities deny its geniiiiieness. 
It is a Socratic dialogue On Wealth. Socrates asks what 
Wealth is. He mentions the Carthaginian leather money, the 
Spartan iron money, the ^Ethiopian pebble money, and says 
that each of these was wealth in its own place, and the more 
any one possessed of them in these places respectively, the 
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more wealthy lie was. But they were of no use, and were not 
wealth anywhere else. Sociates then points out that aie 

only wealth where they are wanted, and that nothing is wi'nlth 
Avliicli is not wanted. But, it vre can purchase wliat Ave want 
AVI th any tiling as ell as gold and silver, tliat thing is A\ealt]i, 
AvhateAei its nature be. Tluislie says that, if a person gains a 
living and can purchase necessaries by teaching music, scieiie(*, 
or grammar, then such music, science, and giammar aie as 
much Avealth as gold and silver. This dialogue is for the 
express purpose of sheAAing that the idea of Avealth depends 
exeluswely upon E.JCchangea'hUlty^ and that AAdiatever is ex- 
chaiigealile, or has tlie poAvei of purchasing, is Avealtli, no matter 
Avhat its nature be, and that materiality is in no way necessaiy 
to constitute a thing Avealth. This species of Avcalth m modern 
times is usually called Inmiateriai Wealth. 

0. We noAV come to Homan Law. In the Institutes of 
Justinian, Property or Wealth is divided into two sorts — Corpo- 
real and Incorporeal. Corpoieal property is tangible, as lands, 
slaves, clothes, gold, silver, and other things. Incorporeal pro- 
])erty is Avhat is not tangible, but consists in Rights only, as, for 
instance, obligations of all sorts. It is said by Uipian lliat Pro- 
perty or Wealth is anything Avhich may be bought and sold. And 
it is expressly declared in the Pandects of Justinian that, Rights 
are included under the name of Wealth;” and again, Under 
the name of Money, or Wealth, not only ready money, but 
every thing moveable and immoveable, corporeal as Avell as 
Eights^ are iiieliided.” So also me/Aii, or merchandize, included 
OAmry thing capable of being bouglit and sold, moveable or 
immoveable, corporeal or incorporeal. 

We merely notice these two latter species of Avealth here, and 
shall enter into the question more fully in the next chapter, 
under the Dehnition of Wealth. 

Y We thus sec that m ancient tiiiies the principle of Wealth 
AAms held to reside exclusiA^ely in the quality of Exooangeacility : 
and that whatever Avas exchangeable was Wevlth. We also 
see that ancient writers had noticed three different species of 
exchangeable (pumtities ; jirst^ Material or Corporeal things, 
such as gold, silver, lanjs, houses, &c. ; steomllg^ Imiiiateria! 
things, such cus sciences, or labour; ami, thlnllg^ Incorporeal 
things, such as lights of all sorts. 
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Mke of Economical Ideas in Modern Times, 

8. In iiiodeTii times Economic treatises have generally sprung 
from the public misery caused by the violations of the true 
principles of the science, just as the science of medicine sprung 
from human diseases. The first and readiest resource of despotic 
princes was to tam})er with the coinage — to defraud the public 
by reducing tlie established weight and fineness of the money. 
The mischievous consequences of this were already noticed by 
Dante, and proceeded to great length in Erance, Italy, Spain, 
Germany, and Scotland, and to not so great length in England. 
These violations of true prmciples called forth a long series 
of able treatises in France, Italy, Germany, and England, which 
are more particularly noticed in the chapter on the Coinage, 
and we may say that the Theory of the Coinage was the fiist 
great branch of Economics which was firmly established in 
modern times. 

The History of Economical Ideas until the rise of the 
Economists^ or Fhysiocrates^ m France — the First 
School of modern Economists, 

9. Up till the beginning of the 16th century there had been 
many capricious and contradictory laws in all countries regarding 
the importation and exportation of products, sometimes prohi- 
biting their entrance, sometimes letting them go free : but there 
had been no definite theory, or fixed principles suggested, upon 
which legislation should be founded with a determinate obj'ect. 
About that period, however, certain ideas began to prevail about 
public Wealth, and legislation was framed to effect certain 
national objects by ceidain definite means. Thus attention was 
directed to establish principles, and distinct systems, which after 
undergoing several mutations and revolutions of opinion, have 
finally terminated in the modern science of Economies. We 
now propose to give a succinct sketch of these changes of 
opinion and revolutions in national policy. 

The Mercantile System and the Balcmce of Trade, 

10. Once on a time, say the poets, the Phrygian peasants 
captured Seilenus, the teacher of Bacchus, and took him before 
their king Midas, who entertained him jovially for ten days, 

E 
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and than restored liim to his heaYGiily pupil Baccliiis 
so pleased that he promised to grant the hospitable mortal aii) 
reward he chose. Midas asked that whatever he touched migh,' 
be turned into gold. Bacchus immediately granted the request, 
merely observing that he wished he had asked for something 
better, and departed. Midas hastened to put his now pow<n’ 
to use. He tore off a twig from a tree — it became gold. lie 
picked up a stone — it was gold. He touclied the groiiiid — it 
was gold, lie gathered some ears of corn — they were gold 
He plucked an apple — it seemed as if it had come from the 
gardens of the Ilesperides. lie opened tlie doors of his palace 
— they were gold. He wasiied Ins hands — it seemed like tlie 
shower of Danae. His slaves placed a feast bofoie him — the 
bread and the meat forthwitli became gold. He mingled wine 
with water — and theie gushed out a golden (laid. But gold 
would neither appease his hunger nor quench his thirst. He 
was perishing of hunger and thirst amid boundless treasures ! 
Then he raised his hands in prayer to the god, and cried out 
that he had erred, and besought him to have mercy, and take 
away his fatal gift. The god graciously heard Iiim, and granted 
his prayer, and bade him bathe in the Pactoliis wiiicli thence^ 
forth rolled down its golden sands to the sea. Midas, cured 
of his folly, betook himself to agriculture and the chase, and 
grew wealthy and powerful. 

Midas was the parent of the Mercantile System, and for 
several centuries every Government in Europe was imbued with 
Ills ideas; though alas ! witli more direful consequences, for 
unluckily there was no merry god at hand to release them from 
their folly. 

Midas saw that, with treasure in his hand, he was wealthy — 
he could obtain whatever he wanted, and could command the 
services of others. He quite forgot that gold was only of use 
while it could command something else, and that if that some- 
thing else were changed into gold, his gold would he of no use 
whatever. Gold, therefore, was only of use because of the 
multitude of things which were not gold. 

11. The very same ideas gradually grew up in Europe. 
Sovereigns saw that their chief power consisted in the treasures 
they could accumulate. It then became a cardinal point of 
their policy to encourage the importation of money as much as 
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po8si])le, aiul to prohibit its export. From about the begiiiniug 
of the 14tli ceiitiiryj the laws of nearly every country in Europe 
endeavoured to prevent the export of money. Statesmen and 
iiierchaiits were all infected with this delusion , wliicli was 
greatly fostered by the discovery of the ISTew World. The 
Spaniards^ dazzled with the brilliant j^rospect of securing the 
greatest part of the wmalth in the world without labour, ima- 
gined that the well-being of the country consisted in amassing 
enormous heaps of gold and silver But they wholly mistook 
the means for the end, not discerning that the precious metais 
are only precious so long as they are used for setting industry 
in motion, wdiile they encourage the tilling of the land, the 
mother of inciease, or the building of ships to pi’omote the 
commerce of nations, or plying tlie loom to produce clothing 
for mankind. 

It would be beyond the scope of this work to dwell upon their 
well-known policy, and its fatal results. While the precious 
metals poured into the country in boundless quantities, which 
the statesmen of the day thought would make them the rulers of 
the world, it began immediately to decline. Its industry was 
paralysed, and the most sanguinary penalties were unable to 
prevent their much coveted treasures liymg from the country ; 
till at last it was reduced to the lowest deptli of poverty, 
weakness, dishonesty, and contempt. Next to Poland, Spain 
became the weakest and poorest country in Europe. Scarcely 
ever has the world seen a country blessed with so many resources 
by nature, so suddenly descend from so lofty an eminence to 
such a pitch of degradation : and it was emphatically wicked 
and unjust laws regarding religion, and erroneous ideas regarding 
the value of gold and silver that did it all. Spain fairly earned 
the eminence she attained to by her industry and energy, and 
nothing can be more instructive to shew how a great state may 
be ruined by evil legislation on such subjects — to shew how to 
reverse the boast of Tliemistocles — than a plain and simple 
history of the terrible catastrophe of Spanish grandeur. The 
legislation of this country was for a considerable period tainted 
with similar errors, though in a milder form, and they produced 
consequences the same in kind, but less in degree, owing to tlie 
innate energy and indomitable industry of the people, wiio 
at last discovered their mischief, and burst their fetters. 

E 2 
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On the Doctrme of the Balance of Trade, 

12. The doctrine of the Balance of Trade exercised such a 
powerful influence over legislation and national fortunes for two 
centiiiies, and as its overthrow^ together with the catastrophe 
of Law’s System of Paper money, or the Mississippi Scheme, 
were the causes out of which the science of Political Economy 
originated in modern times, we must explain the phrase. 

The expression Balance of Trade is a pregnant example of 
Bacon’s aphorism, that the fallacies of language are the most 
troublesome of all, and of the extreme diiSculty of eradicating 
those with some portion of truth in them. It is also a con- 
clusive reply to those persons who think that attention to 
the meaning of words is of no consequence in Economics. 

As this error, however extensively it prevailed in its own 
time, and however fatal its consequences were, is now com- 
pletely exploded, we do not care to decide where it arose. 
England, France, and Italy, all contend for the honor of the cap 
and bells ; nor is it worth while to settle the priority of folly. 
Though Spain may probably be really entitled to it. In the 
conquest of the New World, gold was the chief object of their 
ambition, and their new acquisitions were estimated chiefly 
as they were capable of producing the precious metals. The 
object of all trade was to acquire the precious metals, and 
the profits of commerce were estimated just as they brought in 
gold and silver. 

As gold and silver only were reckoned as -wealth, and 
other commodities as nothing, the idea very naturally 
grew up that what one side gained the other must lose. 
Montaigne was one of the first to formulate this unfortunate 
doctrine. 

Having thus adopted the opinion that gold and silver were 
the only species of wealth, and that what one side gained the 
other lost, they then began to estimate how much the gain or 
the loss was, and they did it in this way. They said that if the 
exports of a country exceeded the imports in value^ that the 
balance must be received in money, and that if the imports 
exceeded the exports in value, the balance must be paid in 
money. The diflerence in value between the exports and the 
imports was called the Balance of Trade, which it was assumed 



§ 12, 18 j 


THE BALANCE OF TRxlDB, 


53 


must be paid in money, and the trade of a country was con- 
sidered favorable or adverse according as the balance was for or 
against it. That is to say, the profit was held to consist in the 
i^antity by which the value of the exports exceeded the value 
of the imports, and the loss was held to consist in the quantity 
by which the value of the imports exceeded the value of the 
exports. 

13. N'ow let us take a very simple example of the rudest 
description of trading, which will illustrate the point as well 
as the most elaborate. 

When our ships first traded to the South Sea Islands, they 
took out with them axes, beads and other trifles which were of 
very little value in this country, and bartered them for all sorts 
of curiosities, shells, &c., which were very valuable in England. 
A pair of fine shells from the South Seas in many cases is 
worth ten guineas in England, which perhaps an English sailor 
obtained in exchange for an axe which cost 2/6. The English 
sailors thought the natives very simple to give away so many 
valuable curiosities for such common things. We cannot doubt 
that the natives had exactly the same opinion of the English 
sailors ; they thought them great simj)letous to give away such 
valuable things as axes, beads, &c., for so common things as a 
few shells. Each party, however, exchanged what was common 
and cheap in his own country for what was scarce and valuable. 
The axes were many times more valuable in Feejee than the 
shells ; the shells were many times more valuable than the axes 
in London. Thus an English sailor by giving away perhaps 2/6 
gained in exchange what was worth ten guineas, and the 
difference was his profit. And thus both parties gained by the 
commerce. The shells were worth many axes in London ; the 
axes were worth many shells in Feejee; and this is the genuine 
spirit of commerce. This simple transaction is a type of all 
commerce. The value of the shells in London arises from the 
desire of the people in London to possess them, and their 
scarcity. The value of the axe in Feejee arises from the great 
desire of the Feejeeans to possess it, and the scarcity of axes 
there. The coloured beads were just as valuable to the poor 
untutored savages as diamonds are to civilized Europeans. The 
commerce of all nations is exactly similar in principle to that be- 
tween the sailors and the savages. It all consists in exchanging 
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things which are com23aratively cheaj) and common in two 
countries for wliat is dear and scarce in them recij^rocally, and 
of course both ^Darties must gain by the very nature of the 
transaction. But according to the old doctrine of the Balance 
of Trade England having given an axe worth 2/6, and having 
received a pair of shells worth ten guineas, still owed the 
balance which required to be jDaid in gold ! 

14. We observe from this simple exam^de that the profit is 
measured by the excess of the value of the import above that of 
the export, as the import is the payment for the export And 
as ail the expenses of conveying the export to the foreign 
country, and of bringing the import from the foreign country 
must come out of this difierence, and, as there must in addition 
to that be the merchant’s iwofit, it must be a dead loss unless 
the value of the import very considerably exceeds the value of 
the export. 

The supporters of the Mercantile System quite overlooked 
the fact that the imports were in general the payment for the 
exports, and therefore ijrofits were greater by just so much as 
the value of the import exceeded that of the export. 

15. We have observed also that both sides gained in this 
commerce, because a shell was worth many axes in England, 
and an axe was worth many shells in Fcejee. But it is evident 
that this process would not go on indefinitely, because if too 
many shells were imported into England, their value would 
diminish so much, that it would cease to defray the cost of 
the trade. So if too many axes ’were imported into Peejee, 
tiieir value would fall so as not to be able to buy shells enough 
to defray the cost of the trafiic, and then of course the 
commerce would cease. 

As a general rule therefore, both sides must gain in commerce. 
For why sliould any one voluntarily make an exchange to 
Ills owR loss ? No doubt there may be individual cases where 
traders are unfortunate and make losses. But as a general rule 
while commerce goes on, the necessary inference clearly is that 
it is mutually i^rofitable, and directly profit ceases, commerce 
must cease. 

16. Nevertheless the merchants and statesmen of that time, 
having laid down that gold and silver -were the only species 
of Wealth, held that that side only which received a paymeiii 
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ill money gained, and tlie other side lost. Whereas it was quite 
clear, unless the sum received exceeded a certain amount, the 
trade must be a loss, just as unless a tradesman receives a 
certain amount in money for his goods he must lose. They 
also held that the profit was estimated by the excess of the 
value of the export above that of the import ; whereas it is 
clear that the real truth was the exact reverse of the doctrine 
of the Balance of Trade. 

For more than two hundred years, this extraordinary delusion 
kept possession of the minds of nations, and all commerce 
between them was reduced to a general scramble to obtain 
possession of the greatest amount possible of the gold and 
silver in circulation. Every effort was made by war and legisla- 
tion to obtain money, and nothing but money. Everything was 
sacrificed to endeavour to force foreign trade. Exportation 
was encouraged in every way, and imi)ortation discouraged and 
prevented. Each nation was su})posed to be benefited by 
and interested in the destruction of its neighbours, Montaigne 
and Bacon repeated the doctrine that the gain of one must be 
the loss of another. Even Voltaire repeated this fatal dogma. 

J. B. Say says that in the space of two hundred years 
during which Statesmen were blinded with this strong delusion, 
no less than fifty years were sjient in commercial wars, arising 
directly out of this stupendous folly. Fifty years of war with 
all its horrors waged for a chimera — a fiction — a thing which 
had absolutely no existence at all. Do we not say that true 
views in Economics are of the utmost importance to mankind. 
True Economics turned the light of science on a single expres- 
sion, and the result has been to destroy for ever a fallacy which 
let loose upon the earth the demon of war for fifty years ! 

17. As this system is now absolutely exploded, it would 
occupy too much space in this work to describe fully its fatal 
effects. The first eight chapters of the Fourth book of Smith’s 
Wealth of Nations contain the most elaborate exposition of it 
in the English language, and we must refer those who care to 
inquire further into it to that work. 

18. It is true that during tliis period a few sagacious men 
perceived the gross fallacy of the whole system, but they were 
solitary lights shining in darkness, and the darkness compre- 
hended them not. Their isolated tllbits were unheeded ami 
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forgotten, and it was not until a pow^erful sect arose that any 
permanent effect was produced upon the opinions of mankind. 
And that honour is unquestionably due to Quesnay and his 
followers. These men first proclaimed the doctrine that every 
nation is interested in the prosperity of its neighbours, and not 
in their destruction, with a power and an authority, wdiich has 
gone on increasing from their day to this, and having been de- 
veloped by a long series of illustrious writers, has produced an 
entire revolution in the opinions of mankind, and in the policy 
of the most enlightened nations. 
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Section II. Rise of the Fiest School of Modern 
Economists in Fea-nce, called the Physioceates. 

Quesnat — Tuegot — Ddpont de E'bmodes — Le Teosne — 
Meeciee de la Rivieee. 

1 9 . CicerOj among other Philosophers, had seen that the Law 
wliich should govern all States is not arbitrary, but founded in 
human nature itself. The Supreme Being has created man pre- 
scient, sagacious, complex, possessed of memory, full of reason 
and counsel, and endowed him with a capacity for the noblest 
enterprises, for association, and for the reciprocation of mutual 
benefits. Man alone is endowed with the divine reason, the 
common property of God and Man, and, therefore, there is an 
original rational community between them. Since right reason 
is what we call Law, God and Man must be considered as asso- 
ciated by Law ; where there is a communion of Right there 
must be communion of Law. 

This right reason is that supreme law which has existed from 
all ages, before any written laws were made, or any states were 
founded So that of all the questions discussed by men, none 
is more important than to understand that Law was not estab- 
lished by opinion, but by nature, who made ns just, that we 
might supply each others’ wants. Law is nothing but right 
reason enjoining what is good and forbidding what is evil 
There is one essential justice which binds society together, which 
most conduces to the preservation of states, the security, the 
peace, and the happiness of the people. It is the just dis- 
tinction between right and wrong, made conformable to the 
most ancient nature of all, the original and }ufincipal regulator 
of all things. It does not begin for the first time to be Law 
when draAvn u}‘ in writing. But the existence of moral obliga- 
tion is co-eternal with the Divine Mind, and is capable of being 
discovered by human reason. 

True Law is right reason conformable to nature, universal, 
unchangeable, eternal, whoso commands urge us to duty, and 
restrain us from evil. This can neither be repealed nor modi- 
fied by any human law, nor can any human authority dispense 
with an obligation to obey this eternal law, which needs no 
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other exposition or interpreter than ourselves. Nor i>s it one 
thing at Romej and another at Athens: one thing to-day, and 
another to-morrow : but in all times and nations this universal 
law ninst for ever reign eternal and imperishable. God himself 
is its author, its promulgator, its enforcer. By carefully ob- 
serving it States alone can flourish ; by violating and neglecting 
it States perish K 

20. Although, as we have said above, there were several 
very good works on particular points in the science now called 
Political Economy, or Economics, and several persons had 
advocated freedom of trade, it may be said that it only as- 
sumed the rank and the form of a science in the middle of the 
last century in France. That country had been brought to the 
lowest state of depression and misery by the ruinous wars of 
Louis XIV.5 the financial catastrophe of the Mississippi scheme, 
the destructive effects of the prevailing mercantile system, the 
oppression of the nobility, and the weight of the taxes. The 
terrible picture of social tyranny, cruelty, and oppression which 
the Fi'ench people groaned under during the first half of the 
eighteenth century may be seen in contemporary writers. 

Reflecting on this intolerable misery, a few generous and 
righteous philosophers struck out the idea that there must be 
some great natural science, some principles of eternal truth, 
founded in nature itself, with regard to the social relations of 
mankind, the violations of which were the causes of that 
hideous misery they saw in their native land. The name they 
gave this science was Natural Hight^ and their object was to 
discover and lay down an abstract science of the natural rights 
of men in all tlieir social relations. And this science com- 
prehended their relations towards the government, towards 
each other, and towards •property. The term politique in 
French might in a certain way have expressed this science, but 
that word was so exclusively appropriated to the art of govern- 
iiieiit that they adopted the name of Political Economy for it, 
and hence they were commonly called the Economists. One of 
iheir number proposed the name of Piiysiocjrxtie, or the 
gOTornineni of the nature of things, and hence they were often 
also calied PaYSiocRATSs ; but the word having been appro- 
priated to certain doctrines of the sect, which ai’e now shown 
’ Cicero^ De Lcyihus, and Dc HejmUici. 
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to be erroneous^ has fallen into clisuse, and the term Political 
Economy, or Economics, has survived. 

21. FEATiTgois Qxjeskay, the great Father of this science, 
was born on the 4th of June 1C94, the son of an advocate, who 
owned a small property at Merey, about 10 leagues from Paris. 
Although a man of a liberal and enlightened mind he seems to 
have strangely neglected the education of his son, who was 
brought up and worked on his father’s farm, and was not even 
taught to read. But his innate love of knowledge led him not 
only to learn to read, but to study Latin and Greek. Ambitious 
of a higher career than a peasant proprietor, he adopted surgery 
as a profession, and settled at Mantes, the county town of his 
native province. A series of fortunate accidents brought him 
into connection with persons of high rank, who persuaded him 
to move to Paris. He there published a number of professional 
works which were held in the highest esteem, and was ultimately 
appointed physician in ordinary to Louis XY. The king held 
him in the highest esteem, and ennobled him, giving him as his 
arms three pansies, oi'fienrs depensee in French, with the motto 
propter cogitationem mentis^ and used to call him le pemeur. 
He assigned him apartments in the Palace at Versailles, in which 
the meetings of his friends were held, who were known by the 
name of the Economists : and Quesnay’s works were printed at 
the press of the Palace. Quesnay died in December 1774, of an 
attack of gout, having survived by three months the appointment 
of his most illustrious friend and disciple Turgot, as Prime 
Minister of France, and having just witnessed the first-fruits of 
the triumph of his doctrines, by the establishment of the 
complete freedom of the trade in corn in France, both internal 
and external. 

Outline of the Fhysiocrate Doctrine of N'atural Order. 

22. The Creator has placed man upon the earth with the 
evident intention that the race should prosper, and there arc 
certain physical and moral laws which conduce in the highest 
degree to ensure his preservation, increase, well being, and 
improvement. The correlation between these ])li} sical and moral 
laws is so close that if either be misunderstood, through 
ignorance or passion, the others are so also. Fliysical nature, or 
matter, bears to mankind very much the relation which the 
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body does to the soul. Hence the perpetual and necessary 
reaction of physical and moral good and evil on each other. 

Natural justice is the conformity of liuman laws and actions 
to natural order: and this collection of physical and moral laws 
existed before any positive institutions among men. And while 
their observance produces the highest degree of prosperity and 
well being among men, the non-observance or transgression of 
them is the cause of the extensive physical evils which afflict 
mankind. 

If such a Natural Law exists, our intelligence is capable of 
discovering it. For if not, it would be useless, and the sagacity 
of the Creator would be at fault. As, therefore, these laws are 
instituted by the Supreme Being, ail men and all states ought 
to be governed by them. They are immutable and irre- 
fragable, and the best possible laws: therefore necessarily 
the basis of the most perfect government, and the fundamental 
rule of all positive laws, which are only for the purpose of up- 
holding Natural Order, evidently the most advantageous for the 
human race. 

The evident object of the Creator being the preservation, the 
increase, the well-being, and the imi^rovement of the race, man 
necessarily received from his origin not only intelligence, but 
instincts conformable to that end. Every one feels himself 
endowed witli the triple instincts of well-being, sociability, and 
justice. He understands that the isolation of the brute is not 
suitable to his double nature, and that his physical and moral 
wants urge him to live in the society of his equals, in a state 
of peace, goodwill, and concord. 

He also recognizes that other men, having the same wmnts 
as himself, cannot have less rights than himself, and therefore 
he is bound to respect this right, so that other men may observe 
a similar obligation towards him. 

These ideas, the jiroducts of reason, the necessity of work, 
the necessity of society, and the necessity of justice, imply three 
others Liberty, Property, and Authority, which are the three 
essential terms of all Social Order. 

How could man understand the necessity of labour to obey 
the iiiesistiblc instinct of his* preservation and well being, 
without conceiving at the same time that the instrument of 
labour, the physical and intellectual qualities with wdiich he is 
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endowed by nature^ belongs to him exclusively, without per- 
ceiving that he is master, and the absolute proprietor of 
his 23erson — that he is born and should remain free ? 

But the idea of liberty cannot spring up in the mind without 
associating with it that of property, in the absence of which the 
first would only re|)resent an illusory right, without an object. 
The freedom the individual has of acquiring useful things 
by labour, supposes necessarily that of preserving them, of 
enjo^dng them, and of disposing them without reserve, and also 
of bequeathing them to his family, -who jirolong his existence 
indefinitely. Thus liberty, conceived in this manner, becomes 
property, which may be conceived in two aspects as it regards 
moveable goods, or the earth, which is the source from which 
labour ought to draw them. 

At first property was principally moveable. But when the 
cultivation of the earth was necessary for the preservation, 
increase, and improvement of the race, individual appropriation 
of the soil became necessary, because no other system is so 
proper to draw from the earth all the mass of utilities it can 
produce ; and secondly, because the collective constitution of 
property would have produced many inconveniences as to the 
sharing of the fruits, which would not arise from the division of 
the land, by which the rights of each are fixed in a clear 
and definite maimer. 

The law of nature which jiermits every one to do what is 
most advantageous for himself, on the sole condition of not 
injuring any one else, w^as not violated by the first cultivator 
enclosing, labouring, sowing, and incorporating his labour with 
the soil, so that a portion of his moveable wealth, so to say, 
increased its value in a manner almost fabulous. This act was 
eminently just, because it was useful to himself and to the 
whole society. This did not diminish the natural right of man 
to labour to live, but, on the contrary, made it less precarious, 
much more certain and profitable. Without the prodigious 
increase of subsistence by agriculture, from which came gradu<"illy 
the difference of professions, and the division of labour, it 
would be impossible to arrive at the providential development of 
the human mind in the triple domain of industry, art, and 
science. Property in land, therefore, is the necessary and 
legitimate consequence of personal and moveable property. 
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Every man, tlieiij lias centred in him by the Laws of Pro 
vidence certain Eights and Duties: the right of enjoying him 
self to the utmost of his capacity, and the duty of respecting 
similar rights in others. The perfect respect and protection oi^ 
reciprocaL rights and duties conduces to production in the 
highest degree, and the obtaining the greatest amount of 
physical enjoyments. 

The Physiocrates, then, placed absolute freedom, or property, 
as the fundamental right of man,— freedom of Person, — ireedom 
of Opinion — and freedom of Contract, or Exchange; and the 
violation of these as contrary to the Law of Providence, and 
therefore the cause of all evil to man. Quesnay’s first 2 )ub- 
lication, Le Droit Maturely contains a general inquiry into 
these natural rights ; and he afterwards, in another, called 

Maximes gencrales da Qoavermnent economique d\ni Roy^ 
mime agrieole,^^ endeavoured to lay down, in a series of thirty 
maxims or fundamental general principles, the whole basis oi* 
the Economy of Society. The 23rd of these declares that a 
nation suffers no loss by trading with foreigners. The 24th 
declares the fallacy of the doctrine of the Balance of Trade. 
The 25th says, ‘^Qu’on maintienne Fenticre liberte de com- 
merce ; car la police du commerce interieur et exterieur la plus 
sure, la plus exacte, la plus profitable a la nation et a Fetal 
consiste dans la pleiiie liberte de la concurrence.” In ^ these 
three maxims were contained the entire overthro'w of the 
existing system of Political Economy, which Quesnay and his 
followers developed, and, notwithstanding certain errors and 
shortcomings mentioned below, ihej are unquestionably 
entitled to be considered as the founders of the science of 
Political Economy. 

23. We shall now endeavour to give an outline of the Pliy- 
siocrate system, reserving a more particular examination of 
separate doctrines for a future chapter. 

In the Mercantile System, gold and silver only were held to 
be wealth : and the wealth of a country was estimated by the 
quantity of gold and silver it could accumulate. 

The Physiocrates held that man could only preserve himself 
on the earth by obtaining from it those useful and agreeable 
objects which preserve us from pain and death. These useful 
and agreeable products were called hiens^ goods, and are all 
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composed of natural products. So long as persons or tribes 
lived in a state of isolation, and tbemselves consumed tlie 
things they produced, these products were called simply Mens. 

A man living by himself would live on his produce, and would 
estimate various things only by their use to him. He would 
regulate the extent of his culture by his consumption, and he 
would not work to produce anything useless to him. 

But when men came to live in society, they would End that 
they had numerous wants, which they could not satisfy by means 
of their own products directly. And as this is the case with all 
men, they would find it advantageous to exchange some of their 
own products, which were in excess of their own wants, for the 
products of others which they require. When these Mens^ or 
products then, and wlien only, are exchanged they become 
Wealth. The Physiocrates unanimously held that the quality 
of wealth sprung out of an Exchange. 

The Physiocrates exclusively restricted the term Wealth 
to the products of the earth, which wore brought into com™ 
merce, or exchanged. Thus they held the principle of Wealth 
to reside exclusively in excJumgeaMlity. They then laid it 
down as a fundamental principle that all Wealth comes from the 
earth. 

The earth only gives products which have the physical qualities 
necessary to satisfy our wants. But in society they acquire a 
new quality which springs from the communication of men witli 
each other : this is exchange, which attributes Value to them. 
This Value is a quality only relative and accidental, not absolute 
and inherent in them. It is, therefore, only commerce which 
causes Value : and value is the relation which exists between 
two products which are exchanged. 

The Physiocrates divided labour into Pkobuctive, and 
Sterile or Unproductive. They defined Productive labour to 
be only that employed in obtaining the rude products from the 
earth ; or that employed in increasing the quantity of rude pro- 
duce. This labour extended over three kingdoms, the animal, 
vegetable, and mineral, and under it were included all agricul- 
turists, hunters, miners, quarriers, fishers, wood-cutters, &c. 

They called this kind of Labour productive, because they 
alleged that it was the only labour which added to the Wealth 
of the Hation, or the quantity of products. They inaimained 
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that this was the only kind of labonr which left a surplus after 
defraying its own cost The excess of the natural products oli- 
tained every year from the eaith, above the quantity of them 
required to defray the cost of obtaining them, was called the 
Froduit Net, and they alleged that all other classes of society 
are maintained out of it, and its Value was the sole Revenue, 
or annual incomej of the State, and the sole increase of national 
wealth. 

But this rude produce is scarcely ever in a fit state, or in a 
fit position, to be used by men. It has to be fashioned, and 
manufactured, and transported from place to place, and perhaps 
sold and resold more than once, before it is ultimately used. 

Ah. this intermediate labour employed between the original 
producer and the ultimate buyer, the Physiocrates denominated 
as Sterile, or Unproductive, and classed under Distribution. 

All products obtained from the earth were destined for human 
use. The person who used them was called the Consumer. 
But as the Science dealt only with products which wore brought 
into commerce, ah who used what they themselves produced 
were excluded from consideration. Therefore the Consumer was 
the final purchaser, and the Physiocrates called him ^^AehetmT 
Qonsommateur, 

Hence the Consumer was the person for whose benefit all the 
preceding operations took place. Production was only for the 
sake of consumption, and consumption was the measure of 
reproduction, because products which remain without con- 
sumption degenerate into superfluities without value. 

The complete passage of a product from the original producer 
through all the intermediate stages to the consumer, the 
Physiocrates designated as Commerce, or an Exchange. And 
as originally any man wiio wished to cbmiime^ or enjoy, any 
product, must have some product of his own to give to purchase 
it, he also wuis a producer in his turn. Hence, in an Exchange, 
things are consumed on each side. An exchange has only two 
essential terms a Producer and a Consumer. These are the only 
two sorts of men necessary to Commerce, the first seller and 
the last buyer-consumer; and they often exchange directly 
between themselves without any intermediate agents. 

All intermediate persons -who transported the product from 
place to place, or sold and resold it, the Physiocrates termed 
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traffickers. All these operations are only in themselves an 
intermediate movement between the place of Production and 
that of Consumption — between the first seller and the last 
buyer-consumer. The Physiocrates said that they are only 
a cost to commerce, and not a profit to the nation : and that all 
their gains come out of the profits of the producer and the 
consumer. 

24. Hence we see that in Physiocrate language, Wealth 
meant that portion of the raw produce of the earth which is 
brought into commerce 

PnoDUCTiox meant obtaining that raw produce from the 
earth, and bringing it into commerce. 

Disteibution meant all the operations it went through to 
bring it to the place where it is to be ultimately purchased 
for use. 

Consumption meant ultimately purchasing and taking the 
finished product out of commerce, for the purpose of use or 
enjoyment. 

The whole passage of the product from its first producer, 
or seller, through tlie various stages of distribution till its 
ultimate consumption, or purchase, was called Commerce, or 
Exchange. 

Hence the Science of the Production, Distribution, and 
Consumption of Wealth, meant simply the science of Commerce 
or Exchanges. 

25. One of the most important services rendered by the 
Physiocrates to Economics, was their re-establishment of the 
true doctrine of the nature and use of money. 

The mercantile system held that money is the only species 
of wealth ; the evident absurdity of this doctrine was so great, 
that it naturally led to a reaction, and as usual in such cases 
opinion went to the opposite extreme. It was held that Money 
is not Wealth at all, but only the sign or representatiue 
of wealth. 

This naturally led to tlie doctrine that as money is only the 
means of obtaining other things, it is wholly indifferent what it 
is made of, and that it is only the command of the sovereign 
which gives it value. It was alleged that the sovereign might 
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tliiiiijiisli tlio quautity of nielal as nmcli as lie pleasctl^ and still 
cjntiiiiie to affix any valtie he pleased to it. The extraordiiiai y 
consequences that resulted fioni this doctrine are set forth in 
the cliapter on Coinage. John Law maintained that there is 
no reason why silver alone should be considered as moiiey^ and 
that the -value of the land and all moveable goods might be 
coined into money by means of paper notes as well as silver^ 
which would maintain an equality of \alue with silver. The 
attempt to realize this idea produced the catastrophe of the 
Mississippi scheme, and the terrible reality of facts sliattered 
his theory to atoms. Law’s theory of money was set foilli 
by the Abbe Terrasson, an able member of tlie Academy of 
Inscriptions, and the study of these cloctiines led Tin got, then a 
young man of 22, to investigate the natuie and use of money. 

Turgot and the Physioc rates shewed that money is neither all- 
wealth, nor is it not-wealth, but that it is simply a species of 
merchandize, which is used for a particular purpose to facilitate 
commerce It is found more convemeiit in commerce, instead of 
exchanging products directly foi one another, to exchange them 
for some intermediate meicliandize vliich is itself universally 
exchangoalde. Such an o])oratioa is termed a Sale Any 
merchaudizo whatever might have been chosen for this purpose, 
but there are many reasons why gold and silver are superior 
to all other species. The meicliandize which is used for this 
purpose is called Money, But this kind of exchange in no way 
differs from any oilier, and the money given in exchange is 
the equitaient of the merchandize. Thus, though every one 
agrees to take money in exchange for products, it is not the 
%ign or repremitaliee of products, but their eqidmUnt. Money 
therefore is nothing but one species of merchandize, and any 
merchandize may be made money. Hence, though money has 
uses of its own, yet its value, or exchangeable power, depends 
on exactly the same laws as the value of any other merchandize. 
Money therefore is wealth in itself, but only a very small 
part of the general wealth. 

As every one is willing to exchange his products for money, 
money may be considered as a general Order, or Bill of Exchange 
on all the products of the country, and as its only use is 
to facilitate exchanges of products, a substitute may be found 
for it. The Fbysiocrates shewed that instead of the quantity 
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of money in a country being the measure of its wealth, 
it is generally the contrary. In rich countries the yaliiabie 
paper of rich merchants supplies the place of money, and 
is itself an object of commerce just like money. It is 
only in ])oor and barbarous countries, where no one has con- 
fidence in his neighbour, that a large stock of money is 
required. The use of more money than is absolutely re- 
quired is a great loss to a country, because it can only be 
purchased with an equivalent amount of products, and their 
value is thus withdrawn from being employed in productive 
operations. Any country which has j[)lenty of pioducls can 
at any time purchase any amount of money it may require. 
The Physiocrates, therefore, strongly urged tlie entire abolition 
of all restrictions on the free export of money, and also the 
entire abolition of usury laws The Physiocrate doctime of the 
nature and use of money is exactly that which is d(‘\elop(*d 
111 this work, so we need say no more about it here. 

26. We now come to the most remarkable and distinctive 
portion of the Physiocrate doctiine. 

They applied the term protluetloe labour exclusively to that 
employed in obtaining law produce of all soils from the eartli. 
All other labour expended on the raw ]>roduce, either in 
fashioning it, manufacturing it, or transporting it, they called 
sterile or unproductive^ hecsiuse they alleged it adds nothing to 
the wealth of the country ; and they maintained that neither the 
labour of artisans nor the operations of commerce tend to 
enrich the country. 

In the first place they said commerce cannot enrich a country, 
because it is only an exchange of value for e(|ual value. Over 
and over again the Physiocrates repeat that commerce being 
only an exchange of equal values, neither side can gain or 
lose. They held that the only use of commerce is to vary and 
multiply the means of enjoyment, but that it does not add to 
national wealth; or, if it does^ it is only by giving a value 
to the products of the earth, which might otherwise fail m 
finding a maiket. They contend also tluit as ail exchanges are 
merely equal value for equal value, the same principles also 
apply to sales, and that therefore the gains that traders make 
are no increase of wealth to the nation. 
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They then said that the labour of artisans in manufactures 
is sterile or unproductive, because, though their labour adds 
to the value of the product, yet duiing the process of the manu- 
facture the labourer consumes his subsistence, and the value 
added to the product only represents the value of the sub- 
sistence destroyed during the labour. Hence in this case there 
is an addition to value, but no production of wealth. 

These are the doctrines which the Physiocrates maintained 
with long and repeated arguments which it would be tedious 
and useless to give at any length, because they were mere repe- 
titions. But how men of the ability of the Physiocrates could 
maintain that a country can be enriched neither by labour or 
ooiniiierce, with the examples of Tyre, Carthage, Venice, 
Florence, Holland, and England before them is incompre- 
hensible. With such patent glaring facts before them, it is 
surprising that they were not led to suspect the truth of their 
reasoning. It is one of those aberrations of the human intel- 
lect which we can only wonder at, but not explain. 

With such views, they held that the internai commerce of the 
country conduces nothing to its wealth; and the foreign com- 
merce very little. They called foreign commerce only a pis- 
aller. One truth, however, they perceived. They saw that 
money is the most unprofitable merchandize of any to import, 
and that merchants never import money when they can import 
products. Therefore they called the import of money in foreign 
commerce only ihQ pis-aller of a^:>i5-aZZ<3f. 

The Physiocrates held that all the costs of trafficking come 
out of the profits of the producers and consumers, and though 
gains to them, are not profit to the nation, and said that the 
state ought not to tax them. 

They maintained that the value of the Produit Net is the 
only real increase of wealth to the nation, and that all taxation 
should come out of it directly. 

2Y. The preceding remarks contain, we hope, a sufficient out- 
line of the Physioerate doctrine. We have now to point out in 
what it was defective. 

In the first place it was deficient in generalization. It placed 
the principle of wealth exclusively in exchangeability, but con- 
fined that to the material products of the earth, which were all 
that were necessary to man’s subsistence. A product that was 
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useful or agreeable and exchangeable they defined to be wealth j 
and those who obtained such products they termed producers. 
That is, they only admitted those things to be wealth which be- 
nefited the body. But man has mental wants as w^ell as physical 
wants. He does not live by bread alone. His mind has neces- 
sities and enjoyments as well as the body, and theie are persons 
who are capable of producing things useful and agreeable for 
the mind, which are exchangeable, and valuable, as well as those 
for the body. And, therefore, such things should have been 
included under the title of Wealth, as we have seen was done 
by the author of the Eryxias in ancient times. 

The fundamental doctrine of the Pbysiocrates that products of 
the earth are always ultimately exchanged against other products 
of the earth is also manifestly erroneous. The producer of a 
material product does not always require a material product in 
exchange ; he may want instruction oi education, or the services 
of a lawyer, or a physician, or mere enjoyment. Hence a 
material product is often exchanged against a mere service. 
When Goldsmith wandered about Europe, depending solely on 
his flute to procure him food and lodging, this was as real 
an exchange as that of a material product. Turgot was sensible 
of this, and he said that all exchanges are between products 
-and services. Le Trosne was in error when he said that only 
material products are in commerce. How these services are 
valued in money or products, just in the same way that any 
material products are, and therefore the Physiocrates should 
have seen that they are entitled to be classed as Wealth. 

But these are not the only species of articles in commerce. 
Quesnay observed that money is supplemented by credit; 
he said that valuable paper supplies all the purposes of ready 
money; that they are received in exchange, and are made a 
commerce of just like money itself. 

Hence, although that stupendous system of Credit and 
Banking which has attained such gigantic proportions in 
modern times, did not prevail then, }et there was quite enough 
of Credit in existence to attract the notice of the Economists to 
the fact that it is a subject of commerce itself, and that theie 
are not only one or two, but t/iree species of articles in com- 
mei ce. 

The fact was that having begun by directing their attention 
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solely to material products, they too hastily laid down that 
all wealth comes from the earth, whereas they might have 
seen that all exchangeable, or valuable, things do not come 
from the earlh. 

An uneasy feeling of this nature seems to have troubled 
at least one of the most distinguished Physiocrales, Lo Trosiie, 
who endeavours to point out why personal services are not 
wealth. He says that personal services are only relative to 
the person ; they are not transmissible, or inheritable, or 
transferable; they do not result in a product which can be 
transferred, and whose value can be determined by competition ; 
whereas, products being useful, generally have a value in them- 
selves, and accpiire one by industry which may be re-sold. 

But the answer to this is clear. Personal services, or labour, 
have a value which is determined by competition, like any other 
value, and if they can be exchanged once^ that is quite sufficient. 
A baker bakes a bun, and a customer comes in and buys, and 
eats it. It is desti'oyed, and cannot be re-sold, it was only 
exchanged once. But had it no value ? and was it not wealth ? 
Suppose a person does a service and is paid a pound for it : 
and a baker sells bread to the amount of a pound, is not the 
service equal in value to the bread? what does it matter to 
either of these persons how soon their product is destroyed, so 
long as tliey are paid for it? 

28 Le Trosne is equally unsuccessful in his endeavour to 
exchnle Credit from the title of Wealth. 

lie admits that the quality of Wealth depends purely on 
exchangeability. But he distinguishes between money which 
has intrinsic value, and bills which have only value from the 
presumed solvency of the debtor. 

Le Trosne himself says that value is not a quality absolute, 
and inherent in things, but proceeds entirely from exchange- 
ability, Hence to speak of money having hitrinsic value is 
evidently a contradiction in terms. Money has no value except 
that people agree to give something in exchange for it : and if 
it were placed among people who would give nothing for it, it 
would have no value. A bill has value for precisely the same 
reason that money has, namely, that the debtor is bound to give 
money for it at a certain time. It is true, if the debtor ffiils, the 
bill will lose its value; but that is just what happens to money 
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if placed where it caDnot be exchanged. Hence both the money 
and the bill have value for precisely the same reason, and lose 
their value under the. same circumstances. Hence it is clear 
that the value of money is only more general than that of a 
Bill. It is only a difference in degree, but not in kind. 

How it is not, perhaps, to be wondered at that Qiiesnay, who 
was a physician, should not have seen clearly the nature of 
Credit. ButLe Trosne was an advocate : he must have studied 
Roman Law. Tie must have known that Property is divided in 
Lavr, into Coi'poreal and Incorporeal, and he must have known 
that Rights, or Iiicor|)oreal Proj^erty, are expiessly included 
under the term Fecunia ” or Wealth ” in Roman Law, and 
indeed in every system of Law, and, therefore, we may well be 
surprised at his feeling any difficulty about Credit being Wealth. 

In fact the Physiocrates fell into exactly the same erior with 
regard to Credit, as they had delivered the world fioiii with 
respect to money. In the reaction against the Mercantile System 
it was said that money is only a sign, or representative, of 
wealth. The Physiocrates shewed that money is not a sign, or 
representative, of wealth, but an actual species of wealth, or 
merchandize, itself. 

But they saw that thougli a species of wealth itself, its only 
use is to be exchanged for other things ; hence they repeatedly 
called it an Order, or Bill of Exchange, or a Title to be paid in 
goods. 

How Le Trosne says that Credit is not Wealth, but only a 
title to be paid in Wealth. 

It is somewhat remaikahle that it escaped the sagacity of the 
Physiocrates, that if money be an Order, or Title, or Bill of 
Exchange, it follows that a Bill of Exchange or other form of 
Credit, must be a species of money. For credit clearly bears 
the same relation to money that money does to goods. x4nd as 
money is not a sign or rej^resentotlve of goods, so neither is 
credit the sign or representative of money, hut is an article of 
separate independent value, and forms the subject of tlie most 
gigantic commerce in modern times. 

29. The Physiocrate doctrine that Productive labour is only 
that which is employed in obtaining tlie produce of the earth, 
was not mere logomachy. They based their whole theory of 
taxation on it; they maintained that all taxation shouhl bo 
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laid directly on the Produit 9iet of land^ and that all other 
classes of persons ought to be exempt. We must reserve any 
examination of this theory till the chapter on taxation. But we 
may simply say that, as they maintained that all commercial 
profits are made at the expense of the State, and opposed to 
the interests of the State, it seems very strange to hold that all 
these profits should be exempted from contributing to the 
wants of the State. And farther, as they held that all these 
profits are obtained at the expense of the original producer, it 
seems very strange to say that all taxation should be laid on 
him, and all those who make profits at his expense should go free. 

30. The Physiocrates have the immortal glory of having 
established absolute freedom of trade in every particular, on a 
great moral basis, as the fundamental right of mankind, proved 
to he true equally by abstract reasoning and practical experience. 
And they only missed the glory of seeing it finally established 
as national policy, by the French Revolution. In 1774, Turgot, 
the most illustrious of the friends of Quesnay, was appointed 
Prime Minister of France, and had the satisfaction of abolishing 
all restrictions on the internal commerce, and the exportation 
of corn ; and thus was able to gladden the heart of his dying 
master, by seeing the first-fruits of his philosophy. And although 
this great man was driven from power by the selfish aristocracy, 
whom he would have saved from the catastrophe that was im- 
pending over them, Free Trade doctrines had made such pro- 
gress that in 1 786, Mr. Pitt and the French Government concluded 
a treaty of Commerce and Navigation, by which all impedi- 
ments to the free intercourse between the nations were 
abolished, and the ‘‘reciprocal and entirely perfect liberty of 
navigation and commerce between the subjects of each party 
in ah and every the kingdoms, states, provinces, and terri- 
tories, subject to their Majesties in Europe for all and singular 
kind of goods in these places ” was established on the payment 
of moderate duties. 

But the deluge of the French Revolution swept away this 
beneficent work, and re-plunged the nations into Economic 
darkness, from which England only began to emerge in 1822, 
and the glory of finally assuring the triumph of Free Trade 
doctrines accrued to the disciples of the second school of 
Economists by the repeal of the Corn Laws in 1846. 
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31. It is sometimes urged that the Physiocrates made the 
science of Political Economy too dogmaticj or a priori. But 
this censure must be taken with a qualification. If we knew all 
the true principles of all things, then science would be entirely 
a priori. As Bacon long ago pointed out, the very perfec- 
tion of science is to attain the a priori state: and the more true 
principles are discovered, the more it approaches the a priori 
state. ISTow the Physiocrates, contemplating the position of 
man on the earth, and the evident intention of the Creator, 
arrived at the principle inductively that Freedom of Person, 
Opinion, and Contract, or Exchange, are the fundamental rights 
of mankind, most conducive to human happiness, increase, and 
improvement, and that all violations of them are injurious to 
the human race. 

Adopting, then, these fundamental 2 )rinciples, they found a 
state of society existing, altogether violating these rights, and, 
therefore, afflicted with innumerable evils. And has not history 
amply vindicated their doctrines ? For what have brought the 
greatest evils on men ? Slavery, Religious Persecution, and Com- 
mercial Restrictions. During the last 1800 years, what have 
been the causes of the greatest number of wars? History 
answers — Religion and Commerce. If the doctrines proclaimed 
by the Physiocrates had always been held to be true, as they 
now are by all enlightened persons, nine-tenths of the wars 
which have desolated the earth during the last eighteen cen- 
turies, would never have occurred, 

32. The great speculators of the middle ages held the material 
world in low esteem, as unworthy of the attention of philosophers. 
But it is the glory of the Baconian Philosophy to have extended 
the dominion of mind over mattei, and brought into subjection, 
and turned to profit the forces of nature The philosophers who 
proclaimed that Law is of Divine institution, and that there 
is a system of law, which is innately right, anterior to all human 
laws, confined their ideas to moral rights. But it is the glory 
of the Quesnayan, or Economical Philosophy, to have shewn that 
there is a great moral relation existing, not only among men, but 
connecting man with the material world, most intimately con- 
nected with the well being of the human race, which is capable 
of being discovered and established by human reason, as well as 
any of the other sciences, which are rightly considered as the 
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triunipiis of tlie hiiinan intellect. Thus Bacon exteniled the 
dominion of mind over matte and Qxiesnay ascertained the 
rights of man relating to matter. 

33. The Philosophy of the Economists differs from all others 
ill taking the individual man as the basis of society. Almost all 
other systems hold the individual as subordinate to society, and 
it is certain that individual property is not that which originally 
prevailed throughout the woild. But instead of sacrificing man 
to society, the Economists declared that society is only insti- 
tuted for the purpose of preserving and defending the rights of 
the iiicliviclual, Governments,” says Turgot, are apt to im- 
molate the well being of individuals to the pretended right of 
society. They forget that society is only made for individuals, 
and that it was only instituted to protect the right of all in 
insuring the performance of mutual duties.” 

How much in advance of their age the Physioorates were, can 
only be appreciated by those who will take the pains to acquire a 
knowledge of the state of society and o])mion, when they lived. 
It is manifestly quite impossible to give any adequate picture of 
that in the limits of this work. It is sufficient to say that they 
were the leaders of mankind in that great change or movement, 
as it has been called, of society from Status to Contract^ and 
their principles are constantly gaining influence throughout the 
world. Tlierefore, although certain portions of their doctrines 
may be erroneous, and have been set aside by subsequent Econo- 
mists, they are entitled to imperishable glory in the history of 
mankind. 
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SECTiOi^ III. The Second School of Economists. 

Adam Smith — Ricaebo — J. B. Say — J. S. Mill, 

34. Tlie Physiocrates had placed the doctrines of Free Trade 
on an impregnahle basis, but the distinctive doctrines of their 
school, that neither labour nor commerce are productive of 
wealth, or can enrich a nation, and that in commerce neither 
side gains nor loses, were so manifestly contrary to the plainest 
exj^erience of facts, nhat it was inevitable that they should 
be speedily overthrown. 

Accordingly in the same year, 1776, two writers, Adam Smith, 
in Scotland, and Condillac, the well-known metaphysician, in 
France, wFo were the friends and associates of the Economists, 
and emanated from their school, published works independently 
of each other, demonstrating that labour and commerce are 
productive of wealtli, and enrich a nation, and that in commerce 
both sides gain, which had been maintained by Boisguillebert 
more than half a century before, and that it is advantageous 
to both nations. This proved, therefore, that all nations are 
interested in each other’s prosperity and well being, instead 
of their destruction, as was the hideous doctrine of the 
Mercantile System. 

35. Smith and Condillac are the heads of the two modern 
schools of Economists. Smith’s work attained immediate 
reputation, and became the standard one in Europe on the 
subject, Condillac’s w^as neglected at the time it was published, 
and was speedily forgotten; but his view of the subject has been 
revived of late years, and is now rapidly gaining the ascendancy 
in Europe and America. Hence we shall naturally speak of 
Smith’s work iirst in historical order. 

36. Adam Smith, who first published a work on Political 
Economy w^hich greatly infiuenced public opinion in this country, 
was boin at Kirkakly, in Fifeshire, in Scotland, on the 5th June, 
1723, a posthumous son of the Comptroller of Customs there, 
lie was sent to the University of Glasgow in 1737, where he 
gained the Snell Exhibition to Baliol i-oliege, Oxibrd. He 
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resided at Oxford for seven years. In 1748 he delivered some 
lectures on rhetoric and helles lettres in Edinburgh, under the 
patronage of Lord Karnes. In 1751 he was appointed Professor 
of Logic, and in the following year, Professor of Moral 
Philosophy in the University of Glasgow. In his lectures it 
is said that he advocated the doctrines of Free Trade which 
were then generally adopted by the most enlightened men in 
France, Italy, and Spain ; but no account of these lectiii’es has 
been preserved, and so we have no means of comparing his 
views then, with those published in the Wealth of Nations 
in 1776. 

In 1763 Smith accepted the appointment of tutor to the young 
Duke of Buccleuch, and in March 1764 he set out with him for 
the continent* Passing through Paris they resided for about 18 
months at Toulouse. Whether Smith had any knowledge of the 
writings of the Economists while at Glasgow, it is impossible to 
say, but it may be naturally assumed that he must have become 
interested in them when he resided in France, where they wei’e 
exciting great attention. At Christinas, 1765, Smith and his 
charge went to Paris, where they staid about a year. Smith lived 
on terms of the greatest intimacy with Quesnay, Turgot and the 
rest of the Economists, and held Quesnay the chief of the school 
in such esteem that he liad intended to have dedicated the 
Wealth of Nations to him, had he not died before its 
publication. It is impossible to say how much of the Wealth 
of hTations is original, or how much he adopted from the 
Economists, or whether it would ever have been published at 
all, if it had not been for his intimacy with them, and if he had 
not wished to correct the fundamental errors of their system. 

In 1766 Smith returned to England, and settled himself at 
Kirkaldy for ten years, daring which he was employed in the 
composition of the Wealth of NationSy which was published in 
1776. 

37. The Wealth of Nations is divided into 5 books, the first 
two only of w''hich give what may be called the positive part of 
the science as understood by him. The third book contains an 
interesting historical account of tlie Different progress of 
opulence in different nations.” The first eight chapters of the 
fourth book contain a complete exposition of the Mercantile 
System and its fallacy; and the ninth and last chapter an 
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exposition of the errors of the system of his friends the 
PhysiocrateSj though some do not admit its completeness, and 
he has moreover fallen into the same error himself on the 
subject of unproductive labour, as he proved them to have 
committed. The fifth book is on the revenue of the sovereign, 
or commonwealth. 

In the following remarks we can only trace the general 
outlines of Smith’s system: his doctrines on particular points 
are fully considered in their proper places. 

We have shown that in the passage in which it first occurs, 
the expression Political Economy is used to mean the method in 
which a Free State raises a revenue. The Physiocrates used it 
to mean the entire system of Government. ‘^Political Eco- 
nomy,” says Smith, Introduction to B. lY., “considered as a 
branch of the science of a statesman or legislator, proposes 
two distinct objects: first, to provide a plentiful revenue or 
subsistence for the peoiDle, or, more j^roperly, to enable them 
to provide such a revenue or subsistence for themselves ; 
and secondly, to supply the State or commonwealth with a 
revenue sufficient for the imblic purposes. It proposes to 
enrich both the people and the sovereign.” Again, B. IV., 
c. 9, he says, speaking of the Physiocrates : — “ This sect, in 
their works, which are very numerous, and which treat not 
only of what is properly called Political Economy, or of the 
nature and causes of tlie wealth of nations, but of every other 
branch of the system of civil government.” Also — “As the 
Political Economy of the nations of modern Europe has been 
more favourable to manufactures and foreign trade, the industry 
of the towns than to agriculture, the industry of the country, so 
that of other nations has followed a different plan, and has 
been more favourable to agriculture than to manufactures and 
foreign trade.” Thus Smith apparently meant by Political 
Economy that system of national policy which was considered 
most to favour the development of wealth in a nation : such as 
the mercantile system ; the Physiocrate or agricultural system ; 
and what is now called the Free Trade system. 

Smith entitles his work “ An Inquiry into the JSFature and 
Causes of the Wealth of Nations ” but he does not begin by 
clearly explaining what he means by “Wealth.” The Physio- 
crates did : they call Wealth all the products of the earth which 
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are exclianged. This definition, tliough too narro^v in a pliilo- 
sophical sense, is at least clear and intelligible. Sniitli nowhere 
tells ns exactly what he means by Wealtli.” But he re- 
peatedly speaks of the “ real wealth of the country, the annual 
produce of land and labour.” In the next chapter we have 
shown that this definition is not clear ; but without investi- 
gating it too closely here. Smith himself found it to bo inadO' 
quate, so under the head of fixed Capital, he enumerates the 
‘‘natural and acquired abilities” of all the inhabitants as part of 
the wealth of the nation. Now the “abilities” of the people 
cannot certainly be called the “annual produce of land and 
labour.” Therefore he at once admits that Iheie is another 
kind of wealth besides the “annua] produce of land and labour,” 
and so at once overthrows the fundamental doctrine of the 
Physiocrates, that the earth is the only source of wealth. 

Again, under the title of Capital, he includes Paper Money, 
or Paper Cun ency of all sorts, such as Bank Notes, Bills of 
Exchange, &c. Now these are Credit. Therefore, Smith ex- 
pressly includes Ciedit under the title of Capital. Now Credit 
is certainly not the “ annual produce of land and labour,” or 
either of them and hence Smith admits the existence of a i/ard 
species of wealth, difiereut in its nature from tlie other two. 

Thus, Smith commences his work on too nariow a basis. He 
fills the minds of his readers with the Physiocrate notion that 
all Wealth conies from the eai'th : and, therefore, that Labour 
and Materiality are necessary to Wealth: and then afterwards 
finding this definition quite inadequate, he expressly includes 
quantities by no means whatever the “ annual produce of land 
and labour,” and yet this never leads him to think of the ne- 
cessity of correcting and enlarging his fundamental definition. 

Again, after laboriously inculcating the doctrine that the real 
wealth of the country is the “ annual produce of land and 
labour,” he afterwards says that unless it is exchangeable, it is 
not Wealth at all. Hence the whole subject is thrown into 
irremediable confusion by Smith’s conflicting doctrines as to the 
very nature of the fundamental -word of the whole science — 
namely, “Wealth,” and the cause of Value. For one half of 
the work is based upon the idea that Labour is the cause of 
Value, and the other half that Exchangeability is. 

Now these two ideas are very far from coinciding; because 
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there are many things which may be the produce of land and 
labour” which are not exchangeable; and there are most cer- 
tainly nQany things, in reality by far the greater jiortion of 

exchangeable ” things, which are not the produce of land 
and labour ” at all. 

Hence the ideas of Wealth, as being the produce of land 
and labour,” and as proceeding from ^^Exchangeability” are 
totally distinct, and fatal to any scientific treatise which con- 
sideis them as identical, or coincident. 

Nothing, too, can be more astonishing than the confusion into 
which Smith has fallen with respect to value in B. I., c. 5. He 
begins the chapter by considering the value of a thing to be 
anything i\hich that thing can purchase, and theiefore some- 
thing external to it; and therefore as the relation existing 
between two quantities which are exchanged. Very soon after- 
wards he consideis it to be the quantity of labour bestoued in 
obtaining the pioduct itself. And thus he stalls the idea of 
theie being something of fixed invariable value independently of 
anything else — a notion just as rational as to suppose that 
there is some single quantity which is a fixed and invaiiable 
ratio; or some single quantity which is a fixed and invariable 
distance. 

The hopeless perplexity and confusion into which the whole 
subject is thrown by these contradictory notions of the very 
fundamental terms of the science, thus render it quite useless as 
a general scientific treatise, whatever merits it may have on 
special points. 

38. The solid and real advance which Smith achieved for 
the science was to class artisans, manufacturers, mei'chants, and 
traders as Productive Labourers, and to enforce tlie doctiihe 
that in Commerce both sides gam — And these, small as they 
may appear, were really of the deepest national iin])ortaiice, 
and worked a complete change in national policy. 

39. The incongruity of ideas as to “ Wealth ” and “ Value ” 
ill the Wealth of Watlons gave rise to two distinct classes of 
Economists who adopt the different halves of the work. 

The first that we shall mention is Hicardo, who perceiving 
this incongruity, says p. 5. — ‘‘x\dam Smith, who so accurately 
defined the original source of exchangeable value, and who was 
bound in consistency to maintain that all things hc<*arae more or 
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less valuable in proportion, as more or less labour was be- 
stowed on their production, has himself erected another standaid 
measure of value, and speaks of things being more or less 
valuable in proportion as they will exchange for more or less of 
this standard measuie. Sometimes he speaks of corn, at other 
times of labour as a standard measure ; not the quantity of labour 
bestowed upon the production of any object, but the quantity 
which it can command in the market : as if these wei e two 
equivalent expressions, and as if because a man’s labour had be- 
come doubly efficient, and he could therefore produce twice the 
quantity of a commodity, he would necessarily receive twice the 
former quantity in exchange for it.” 

Ricardo, therefore, deliberately rejects exchangeability, and 
adopts labour as the cause and measure of Value, Pie calls his 
book, “ Principles of Political Economy and Taxation f but 
this is a misnomer. He expressly confines his inquiries to the 
principles which govern the value of commodities which can 
be increased in quantity by the exertion of human industry, 
and on tlni production of which competition operates without 
restraint.” 

Though Ricardo begins by expressly limiting his inquiries to 
such articles, he very soon loses sight of this limitation, and 
applies his doctiine to all commodities ; and as the followers of 
a master invariably exaggerate his defects, Ricardo’s admirers 
adopt this extension of his doctrines to all commodities, quite 
overlooking the fact that he began his work by limiting them 
only to certain classes. 

Ricardo’s work should not therefore have been called the 
Principles of Political Economy generally, but rather a Treatise 
on the principles which govern the value of corn, minerals, and 
manufactures, with observations on wages, profits, and taxation. 

The fundamental objection to Ricardo’s system is this — that 
he divides the small number of articles he does treat about into 
separate classes, and endeavours to discover a distinct Law of 
Value for each class. Now this is utterly contrary to the spirit 
and fundamental principles of Natural Philosophy. The general 
principles of Natural Philosophy which dominate each separate 
science show that there can be but one General Theory of Value 
which governs all phenomena, although it is liable to be modi- 
fied by disturbing causes in different classes of cases. Sir John 
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Herschel, in a passage we have quoted in a subsequent chapter, 
has exactly pointed out the true objection to the whole system 
of Ricardo and his followers. They imagine that there is some 
point at which prices have a tendency to rest : but that is not 
true ; they are in perpetual oscillation; and the true object of the 
Physical Economist is to discover the Law of their variations. 
The price of things at any given time can only be an example of 
the General Law which governs their price at all times. In 
short. Economics is not a Statical science, as Ricardo and his 
followers make it, but a Dynamical science. 

Ricardo justly censured Smith for his inconsistency of ideas 
with respect to value. But he falls into exactly the same error 
himself. He begins his work by saying: “The value of a 
commodity, or the quantity of any other commodity for which 
it will exchange,” and then at p. 333, he says — “ I cannot agree 
with M. Say in estimating the value of a commodity by the 
abundance of other commodities for which it will exchange.” 

Ricardo then, p. 4, adopts labour as the foundation of the 
exchangeable value of all things, excepting those which cannot 
be increased by human industry. But unfortunately, he soon 
forgets this important exception, which includes by far the 
greater portion of valuable things, and saysp. 13. — “In speaking, 
however, of labour as being the foundation of all value.” Also 
at p. 19. — To convince ourselves that this is the real founda- 
tion of exchangeable value.” 

Ricardo therefore considers “ the quantity of labour” embodied 
in obtaining any commodity as its value, making value to be 
something absolute and inherent, caused by labour. Thus he 
says in chap, xx., on the distinction between value and riches: 
“ The labour of a million of men in manufactures will always 
produce the same value^ but will not always produce the 
game riches.” That is to say, whether the manufactures pro- 
duced by the labour of a million of men sell for a million of 
pounds, or for ten pounds, they are of the same value ! 

Ricardo was so enthralled by the theory that labour is the 
sole cause of value, that at the end of the same chapter he 
maintains that natural agents, such as the sun, air, climate, 
“ though they add greatly to value in use, never add ex- 
changeable value” to a commodity, and “as they perform 
their work gratuitously, as notlilng is paid for the use of air, 
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of heatj and of water, the assistance which they afford as 
acids nothing to value in exchange.” Such a doctrine as this 
needs no more than a sinij>le statement to insure its own 
refutation. 

The doctrine that labour is the sole cause of all value, spread 
like a canker over the works of English Economists. Thus, 
McCulloch says in the introduction to bis edition of the Wealth 
of Wations — ^‘Nature is not niggard or parsimonious. Her rude 
products, powers, and capacities are all afforded gratuitously to 
man. She neither demands nor receives an equivalent for her 
favours. An object which may be appropriated or adapted to 
our use, without any voluntary labour on our part, may be of the 
very highest utility; hut as it is the free gift of nature, it is 
quite impossible it can have the smallest value.” He also 
maintains that “the exchangeable value, or relative worth of 
commodities, as compared with each other, depends exclu- 
sively on the quantities of labour necessarily required to pro- 
duce them.” The manifest absurdities to which such doctrines 
necessarily lead are exhibited in a subsequent chapter. 

40. Before pursuing the line of English Economics, we must 
notice the very distinguished French Economist, J. B. Say, who 
was the founder of the second school of Economists in France. 
He published his first treatise in 1803, but as the later editions 
of his work, and his other works, were published after Hicai'do, 
and he discusses Ricardo’s doctrines in them, we took Ricardo 
before him. 

The Economists, or Physiocrates, narrowly missed the glory 
of seeing their doctrines of Free Trade inaugurated as national 
policy on the overthrow of the Mercantile and Protective Sys- 
tems. The awful catastrophe of the French Revolution took 
away the attention of men’s minds from Economics, and when 
things had somewhat settled down, Smith’s work was the prin- 
cipal one in Europe. J. B. Say’s Traite was published in 1803, 
and he was the first to confine the name of Political Economy 
to the Production, Distribution, and Consumption of Wealth. 

Politics, properly so called, the science of the organisation of 
societies, has long been confounded with Political Economy, 
which teaches how the riches which satisfy the wants of society 
are formed, distributed, and consumed. Yet wealth is essentially 
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independent of political organisation. A state may prosper 
under all forms of government, if it is well administered.” 

This great work was the leading one in France until the rise 
of the new school of Bastiat and Michel Chevalier. 

In this place we can of course only give a general outline of 
its system, without entering into all its merits. But it may be 
said that J. B. Say strongly insists tliat Economics is an Experi- 
mental and an Inductive Science, and not one of abstract dog- 
matism, as so many had made it. It is entirely founded upon 
facts. 

The Physiocrates had made the “Production, Distribution, 
and Consumption of Wealth” part of their general system of 
Political Economy, but this referred exclusively to the material 
products of the eaith. Smith began with tliis limitation, but in 
the course of his work incidentally enumerates the abilities and 
talents of the inhabitants, as well as paper credit, under the title 
of capital. But this is done in so cmsory a manner that most 
persons believe be restricted the name of Wealth to material 
wealth. But J. B. Say at the beginning of his work empha- 
tically includes talents as national wealth, and says a day’s work 
has its value, the advice of a physician, a theatrical performance, 
have value like the practice of an advocate, and the goodwill of 
a shop, and under the title of wealth and capital he classes 
instruments of credit and the public funds. Thus J. B. Say 
distinctly recognizes and adopts the three species of wealth, 
Material or Corporeal, Immaterial, and Incorporeal. ITc had, 
therefore to enlarge the definitions of Production and Consump- 
tion to include them. He defines Production to be the adding 
of value to an object, and this may bo eiiher by obtaining it, or 
manufacturing and fashioning it, or by transporting it from one 
place where it is less valuable to where it is more valuable. 
Thus commerce of all sorts is one species of prodnction. Thus 
Say completely adopts Smith’s notions of Productive Labour. 

Say defined Consumption to be the destroying the value of a 
product ; and he says that everything is produced for the pur- 
pose of being desti'oyed — a proposition manifestly erroneous. 
The Physiocrates who adopted the word Consumption meant 
purchase in the first instance, and as they chiefly looked to sub- 
sistence they incidentally spoke of destruction. This second 
sense of Consumption, as meaning destruction, henceforth be* 

G 2 
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came the predominant one in Economics, to tlie great confusion 
of the science, and the propagation of much error, as is more 
fully shewn in the next chapter. 

Under the head of Consumption, Say includes Taxation and 
all public expenditure. 

Say’s works abound wdth philosophical observations^ and the 
most valuable details. But, unfortunately, by adopting defini- 
tions of words without due attention to the generality of their 
meaning, and the consequences which flow from the different 
meanings of words given in different places, he is led into much 
contradiction of doctrine. The whole of his system is cumbrous 
and heavy, and all the truth he states can be infinitely better 
exhibited under the method of Exchanges. 

On one subject, however, Say has been the cause of much 
mischief. He himself expressly classes instruments of credit 
under the title of wealth, and in a dozen different places says 
they may be used as Capital. But in another place after the 
most extraordinary self contradiction, he says, that Credit is 
not capital, because the same thing cannot be in two places 
at once; and this piece of absurdity has ever since been flung at 
the heads of those who say that credit is capital ; but we have 
placed the original passage before our readers in a subsequent 
chapter, and they can see not only that it is an entire con- 
tradiction to what he has himself said in a multitude of places, 
but is itself simply unintelligible nonsense. 

41. The last work of this school that it is necessary to notice, 
is Mr. John Stuart Mill’s Prmciples of Political Mconomy. 

The Physiocrates spoke of the Production, Distribution and 
Consumption of Wealth, 'which expression when really examined 
by their own explanation, meant the science of Oommerce 
or Exchanges; the intermediate term Distribution meaning 
nothing more than the intermediate exchanges, or sales, a 
product goes through between the original producer and the 
ultimate consumer. And they, and all subsequent Economists, 
when they used the word Distribution, meant distribution 
by exchange, or sale, only. 

But Mr. Mill has thrown the subject into confusion |>y making 
the science, Production, Distribution, and Exchange. Under 
the- head of Distribution he has included an account of several 
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forms of Socialism, Wages, Rent, Profits, and inheritance and 
bequest. IiTow what has Socialism to do with Exchange? 
Socialism is for the avowed purpose of abolishing Property 
and exchange; whereas Economics is exclusively founded on 
Property. E"or is it in accordance with the scientific unity 
of the subject to class inheritance and bequest along with 
distribution by means of an exchange. Under Distribution 
he also examines wages, rent, and profits ; but wages, rent, and 
profits arise out of an exchange, and come properly under the 
Theory of Value. Mr. Mill is indeed sensible of this, and 
speaks of being able to anticipate a small portion of the theory 
of value before he comes to treat of exchange. But wages, 
rent, and profits are by no means a small portion of the theory 
of value, and all other Economists who classed them under 
distribution, did so, because tliey were a portion of distribution 
by means of exchange, and did not make exchange a separate 
division from distribution. 

42. Mr. Mill has also failed with respect to the term Wealth. 
He says it is no part of the design of his treatise to aim at 
metaphysical nicety of definition when the ideas suggested by 
a term are already as determinate as ])ractical purposes require : 
and that every one has a notion sufficiently correct for common 
purposes of what is meant by Wealth. But, unfortunately, this 
is very far from being the case. Mot only have many bloody 
wars been waged, which grew directly out of the meaning of 
the word Wealth, but at this moment, the widest differences of 
opinion prevail among Economists as to the true meaning of the 
word, and as to what should be included under the title, and 
Mr. Mill is quite inconsistent with himself with respect to its 
use. Thus, at p. 8, he says — Everything forms, therefore, a 
part of Wealth, which has a power of purchasing.” Mow, this 
is the true definition of Wealth, and embraces everything that 
can be bought and sold : it includes the three species of exchange- 
able quantities which we have spoken of already. And Mr. Mill 
here makes wealth to depend upon exchangeability only, 'which 
is strictly in accordance with the definition which prevailed in 
ancient times. The production of Wealth must, therefore, in- 
clude the production of anything which is exchangeable. But, 
at p. 25, he says — “ The production of wealth ; the extraction 
of the instruments of human subsistence and enjoyment from 
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the materials of the globe.” Now, here Mr, Mill has relapsed 
into utter physiocracy, and makes all wealth come from the 
earth, which all exchangeable things do not, and the idea of 
exchangeability, which has invariably been held to be the charac- 
teristic of Wealth, has disappeared altogether from tlie definition: 
and he afterwards in B. I., chap. 3 , § 3 , expressly restricts the 
term to maierial wealth. It is evident that this latter restric- 
tion is quite incompatible with the first definition. 

The fatal defect of this inconsistency is seen when he comes 
to speak of Capital and Credit. He lays down fundamental 
propositions regarding Capital, which are manifestly erroneous, 
even when applied to material things, and are altogether in- 
applicable to many kinds of property, which he has omitted, as 
more fully shewn in the next chapter. 

Mr. Mill’s System of Political Economy is only Bicardo’s 
enlarged, and hence the same fundamental objection applies to 
it as to Ricardo’s. It is statical, whereas Economics is dyna- 
mical. Mr. Mill has not only adopted Ricardo’s system of 
separating Economic quantities into several classes, and endea- 
vouring to establish a difieront fundamental theory of value for 
each, but he has added several distinctions of his own, which 
only add to the confusion. 

43 . But the fatal defect of Mr. Mill’s work is of a different 
nature. Smith in the Wealth of JSTations classes paper cur- 
rency under Capital. How paper currency is Credit, and Credit 
is the type of a class of property quite distinct from money, 
lands, houses, &c. It is called Incorporeal Pioperty. In the 
days of Smith it was of comparatively small magnitude. But 
since his time it has increased at an immensely greater ratio 
than corporeal property. When a great author has written a 
work, the copyright of that work, perhaps, may sell for £10,000. 
How that copyright is the produce of labour, and is Wealth, 
Again, when a person has traded long in a district, and has 
made a reputation, the Goodwill of the business is a valuable 
property, and may be sold^ and is Wealth. How the Copyright 
of a W ork and the Goodwill of a business are as really the pro- 
duce of labour as any material object whatever; and they are 
eertaiiily not extracted from the materials of tlie globe. There 
are besides, other quantities of Incorporeal Property of immeuse 
magnitude, which are more fully mentioned in the next chapter. 
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IsTow Mr. Mill’s definition of wealth, as being everything which 
has power of purchase, is large enough to include this property, 
but yet he wholly omits it, as if he were ignorant of its existence. 
Economics tieats about property; and therefore it most include 
all kinds of property; and a book on Economics ■which wholly 
omits Incorporeal Property, is just as imperfect as a book on the 
Law of Property would be, which entirely omitted Incorporeal 
Property. 

Now Credit is one species of Incorporeal Property, and very 
few persons indeed have any just idea of its enormous magnitude 
in this country. It appears that in the year ending 30th April, 
1872, there passed through the Clearing House of London the 
sum of £5,369,272,000 in Credit. Now this Credit performed 
exactly the same functions in commerce as money. And this 
enormous sum was only, after all, a small fractional part of the 
Credit in the country; for it was nothing but the claims of 
the London Banks against each other. There are several other 
clearing houses in the country; and besides that, there are all the 
internal Credit operations of the different banks, and commercial 
credit. Now if this credit had not existed, it would have 
I’equired an equal amount of specie to have carried on the 
same business : and it is easily seen that all the gold in the 
world would not suffice to carry on the commerce of England 
for a single year. 

Now this immense mass of Credit is Exchangeability, or 
Value, pure and simple, stripped of all association of labour and 
materiality, and it tries to the quick, the doctrines laid down by 
Mr. Mill respecting Wealth and Capital: and in the chapter on 
Credit we have shewn Mr. Mill’s strange inconsistencies on the 
subject of Credit, flowing from his unsteady conception of its 
nature. 

But this species of property opens up considerations of a still 
more interesting character. These £5,000,000,000, which passed 
through the Clearing House, and performed the functions of 
money are Credit, or Circulating Debts. Now, for a long period, 
mathematicians have declared that Debts are Negative Quan- 
tities ; that is if money is called positive^ debt may be called 
negative. We have already seen, what we shall shew at greater 
length in the next chapter, that the Roman Lawyers expressly 
classed debts as Wealth. Now, what can be the meaning of 
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this ? What can be the meaning of a ISTegativc Economic 
Quantity ? What is there in Mr. Mill’s work to give the faintest 
cine to the solution of this enigma ? And yet the commerce m 
these INegative Economic Quantities is the most gigantic of any 
in modern times. The quantity of money used in commerce is 
utterly insignificant when compared to the quantity of Credit. 

44. This school of Economists had the glory of finally placing 
the doctrines of Free Trade upon an imperishable basis in 
England^ and, therefore, in process of time of securing their 
establishment throughout the world ; and in the course of various 
discussions which have taken place, many isolated doctrines 
have been proved. 

45, But the fatal defect of the system of this school of Econo- 
mists is exactly what has been described by Bacon in the 
Novum Organum, It is reared up on too narrow a basis of in- 
duction. The writers of this school take only a small class of 
objects which have value, and found general propositions upon 
observations made from this single class, which even if true, are 
only applicable to them, and are not generally true. They have 
forgotten the very first precept of the Baconian Philosophy — 

Man the servant and interpreter of nature, can do and under- 
stand just so much as in fact or thought, he has observed the 
order of nature, and he neither can do nor know more.” Now, 
whatever view be taken of Political Economy, at all events it 
deals with all sorts of property, and with all commerce. Con- 
sequently a knowledge of the Law of Property, and a thorough 
knowledge of the meclianism of Commerce is simply indis- 
pensable to an Economist. But those who write upon Econo- 
mics take no pains to make themselves acquainted with law, or 
the simplest facts of commerce. And the consequence is that 
instead of an intelligible exposition of facts expressed in scientific 
language, we have nothing but literary dogmatism. 

The ruin of this school in England is owing to the notion that 
Labour is the cause of, or even necessary to, Talue. The 
followers of Picardo assert that all value is due to human 
labour; whereas, as a matter of fact, the least acquaintance 
with practical business would have shewn them that by far the 
greater portion of valuable things have no labour connected 
with them at all The consequences of this false notion are 
exactly described by Bacon — ^'^The human understanding when 
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it lias once adopted an opinion (either as being the received 
opinion or as being agreeable to itselfj, draws ail things else 
to support and agree with it. And though there be a greater 
number and weight of instances to be found on the other sidcy 
yet these it either neglects and despises, or else by some distinc- 
tion sets aside and rejects, in order that by this great and 
pernicious predetermination, the authority of its former con- 
clusions may remain inviolate.” ^ Again— Men believe that 
their reason governs words; but it is also true that words 
re-act on the understanding; and this it is that has rendered 
philosophy and the sciences sophistical and inactive. Now 
words being commonly framed and applied according to the 
capacity of the vulgar, follow those lines of division, which 
are most obvious to the vulgar understanding. And whenever 
an understanding of greater acuteness or a more diligent observa- 
tion would alter those lines to suit the true divisions of nature, 
words stand in the way, and resist the charge.” ^ Now this is 
unfortunately the case with this school of Economists. Instead 
of searching out and collecting all species of Economic quantities 
before they commenced to frame their general Conceptions, and 
making them wide enough to embrace all species of quantities, they 
begin by hlling and obscuring the minds of their readers with 
conceptions and doctrines drawn from only one small class of 
Economic quantities, and hence as these fundamental conceptions, 
these ‘^notions of the mind (which are as the soul of words and 
the basis of the whole structure) are improperly and over hastily 
abstracted from facts, vague, not sufficiently definite, faulty in 
short in many ways, the whole edifice falls in ruin.” ^ 

The fact is that Economics has burst the bonds of the Physio- 
crate nomenclature. The fundamental conceptions of the 
Physiocrates were framed to include material products only ; 
and when the second school came, and included in the science 
things, such as immaterial products, which were not con- 
templated by its founders, they stretched the definitions so as 
to include these new objects. But the 'attempt wms hopeless, 
and only led to confusion. It was like putting new wine into 
old bottles: and Bacon says it is idle to expect any great 
advancement in science from superinducing and engrafting new 

1 Nov, Org , B I , Aph. 46. B, J., Apl, 59. 

® Bacon. In$t. Mag. Dtsinbutw. Op. 
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things upon old. We must begin again from the Tery founda- 
tions. Smith observes that “ some of the best English writers 
on commerce set out with observing that the wealth of a 
country consists not in its gold and silver only^ but in its landSy 
houseSj or consumable goods of all differents kinds. In the 
course of their reasonings, however, the lands, houses, and con- 
sumable goods, seem to slip out of their memory; and the 
strain of their argument frequently supposes that ail wealth con- 
sists in gold and silver.”^ So it is with the writers of the 
second school of Economics, who define it to be the Produc- 
tion, Distribution, and Consumption of Wealth, or something 
of that sort. They in some places admit that immaterial and 
incorporeal objects are wealth, but in the course of their argu- 
ments they invariably relapse into Physiocracy, and ail their 
general conceptions and doctrines are founded on observing a 
few classes of material objects only, and not even all classes of 
material objects, and consequently they no more fit the facts of 
nature than the clothes of an infant will fit a full-grown man. 
To obtain a fitting general conception of the science we must 
turn to another school of Economists. Therefore, although 
the second school of Economists have rendered great services 
to mankind, and added many isolated truths to the science, yet 
their System, like that of the Physiocrates, has passed away, 
and for the same reasons — it is not general — it is totally repug- 
nant to the fundamental principles of Natural Philosophy — and 
it is not conformable to nature. 

Principiis tamen in rerum f ecere ruinas 

Et graviter Magni magno cecidere ibi casu; 

# 41 * # 

Amplexi quod habeht peeveesb peima viai. 

I B. IV., c. 1. 
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Section IV. The Thieb School op Economists. 

Condillac — Whately — Bastiat — Chevaliee—Peeey. 

46. We bow come to tlie third school of Economists. 

We have already said that when the Physiocrates spoke of 
the Production, Distribution, and Consumption of Wealth, they 
meant nothing more than Commeece, or Exchange. But their 
ideas only embraced material products. Production meant 
bringing the rude produce of the earth into commerce, distribu- 
tion meant the intermediate sales, and consumption meant final 
purchase for use. The second school of Economists retained 
this name for the science of Political Economy, or Economics, 
but introduced into the science objects not included by the 
Physiocrates, to the great disturbance of its nomenclature. 
Several of them in this country made labour the cause of all 
value. Seeing, then, the general purport of their works, we 
came to the conclusion that Political Economy is nothing but 
the science of Exchanges, and that whatever is exchangeable 
must be included in it. At the time when we came to this con- 
clusion we were not aware that any one else had expressed a 
similar opinion. But we afterwards found that Whately had 
said the same thing in his lectures at Oxford. The first 
edition of this work, published in 1857, was the first work 
on Economics which formally included the JPresent Bights to 
Future. Payment as Economic Quantities, and gave an ex- 
position of the actual mechanism of the commerce in debts, or 
the great system of Credit and Banking. Also, seeing the gross 
and palpable error of making labour the cause of value, we 
shewed that Demand is the sole origin of Value : and that it is 
not Labour which is the cause of Value, but Value which is the 
cause of, or inducement to, Labour, These conclusions are 
identical with those of Whately: and the first edition of this 
work was the only one we were then aware of, in which the 
science of Economics was developed on this fundamental 
conception. 

47. But in the course of preparing our Dictionary of 
Political Economy, we came upon a work by the well known 
French Metaphysician, Condillac, which proves that be was the 
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originator of tMs ideay and that he is entitled to be considered 
as the founder of the latest form of the science of Economics, 
which is now rapidly gaining the ascendancy in Europe and 
America, from its manifest superiority to the two others we 
have discussed. 

Condillac’s work is called Lc Commerce et le Gouverneraent^ 
consideres rilativemeiit Vim a V autre. It was published in 1 7 '7 6, 
the same year as Smith’s Wealth of Nations, and though in 
some of his doctrines a Physiocrate, he rebelled equally with 
Smith against their classing artizans, manufacturers and mer- 
chants as unproductive labourers, and he also maintains that in 
commerce both sides gain, which as we have already said 
is the very advance that Smith made in the science. 

Condillac intended to have published three divisions of his 
work ; the first, in which the principles of Economic Science or 
Commerce are explained ; the second in which the relations of 
commerce, or Economics to the Government, and their reciprocal 
influence over each other, are investigated, and under this division 
comes taxation ; and the third containing a collection of practical 
examples, shewing the application of the principles developed in 
the two preceding parts ; unfortunately the third part was never 
published. 

4S. As this work is but little known, we shah, give a some- 
what fuller analysis of it than we should otherwise have done, 
because although his principles are almost identical with our 
own, we had no knowledge of his work until long after our own 
was published, and it is only just that the first person who pub- 
lished these ideas should receive due recognition. 

CondiUac begins by saying at once that Economic Science 
is the Science of Commerce, or Exchange, thereby only ex- 
pressing the idea of the Physiocrates as to the Production, 
Distribution and Consumption of Wealth in a much more simple 
and intelligible form, and also, which is its great advantage, in 
one which is General, 

He begins by investigating the foundation of the value of 
things, and shews that it originates entirely from the wants and 
desires of men. These things which satisfy some want, have 
utility ; and this want,, or estimation,, is called Value. To say 
that a thing has value, means that we think it useful for some 
purpose. 
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As people feel new wants, they learn to make use of things 
which they did not before. They give, therefore, value at one 
time to things to which at another time they do not. 

Now, when things are very abundant, they feel the want 
of any particular portion less, because they are not afraid of 
being without it. On the contrary, when things grow scarce, 
they feel the want more, because they may be without them 
altogether. 

Hence the want, or Value of a thing naturally increases 
duiing scarcity, and diminishes during plenty. During a very 
great plenty, this may diminish to any degree ; on the contrary, 
during a very great scarcity, it may increase to any degree. 
Hence it is the variations in wants that give rise to all variations 
in Value. 

Hence all Value resides in the Mind. But people have come 
to regard Value as an absolute quality which is inherent in 
things, independently of the opinion we have of them, and this 
confusion of ideas is the source of bad reasoning. Value is 
founded on estimation. 

Value, therefore, exists before an Exchange. Condillac blames 
the Physiocrates for saying that Value consists in the relation of 
one thing exchanged for another. This criticism of Condillac’s, 
however, is somewhat overstrained, because unless there be an 
exchange, there is no manifestation of Value, there is no pheno- 
menon^ which can be the subject of Economic Science. That 
science has nothing to do with an impotent desire of the mind, 
which has no external manifestation, but only with an eifective 
desire which produces a phenomenon, or an effect. So mechanics 
has nothing to do with latent forces, which give no outward 
sign of their existence, but only with the phenomena produced 
by forces. So with credit, in a popular sense, credit means the 
estimation of a man’s solvency held by the public, but Economic 
Science has nothing to do with a man’s credit until he produces 
an Economical phenomenon by means of it ; that is until he 
makes a purchase by means of his credit, or promise to pay, and 
that promise to pay, or right to demand payment, is credit in its 
legal, commercial, and Economic sense. 

Condillac lays down as his fundamental doctrine—'^ A thing 
has not value because it has cost much, as people suppose ; but 
money is spent in producing it because it has a V alue. Every 
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one of common sense will give his assent to this doctrine ; an< 
it is exactly what Whately has said in his lectures^ quoted below 
and what we said in our Banking. 

Value, then, being the desire w'e have to obtain something 
Condillac shews that what we give to obtain what we wan 
is called its price. 

One man has more Corn than he wants, another has mor< 
Wine than he wants. The first wants Wine, the second Corn 
They must therefore make an exchange. In such an exchange 
both parties will give what he wmnts less to obtain what In 
wants more : therefore each will gain. Nevertheless, as eacl 
will wish to gain as much as he can, he will naturally try to giv< 
as little as he can of his own, and get as much as he can fron 
the other. This contention, however, must be brought to an end 
An exchange takes place, and each thing exchanged is the pric< 
of the other. Hence, says Condillac, value and price are no 
absolutely identical so as to be used always convertibly with on* 
another. 

Plere, again, Condillac is right to a certain extent ; but since 
as we have said above, value is not the subject of Economi* 
Science, until it is manifested visibly by price, it can never leac 
to error to use price, or value in money, as convertible terms 
No doubt value resides in the mind, but what we give for j 
thing is the measure of our value of it, and is the only thing w( 
are concerned with. What we give for it may, therefore, b< 
correctly called the value of it in that quantity which we give 
or its price. 

Condillac then shews that all variations in price are caused h] 
variations in what is called the Law of Sup2^ly and Lemand 
and, therefore, that there is no such thing as absolute price 
The price varies from market to market and is always settled b] 
competition : and it is useless and dangerous to prevent thes( 
variations. 

Commerce is an exchange of two things, and everything 
which is exchanged is merchandize. Each article of mercham 
dize is the price of the other. It supposes two things : first, i 
superfluity of possessions on one part ; and secondly, a want or 
the other. Agriculturists and other producers, however 
cannot always dispose of their surplus produce on the spot 
there is, therefore, need of another class of persons to carry h 
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to where it may be more profitably disposed of, and these 
persons are called merchants. This gives rise to a greater 
number of exchanges. Moreover they give rise to value, 
because if there were no demand for the surplus on the spot 
where it is grown it would have no value, but when transported 
to a place where it is wanted, it acquires a value. 

In this manner, therefore, commerce augments the mass of 
riches. It is true that it is the earth alone which produces all 
things, therefore it is the only source of riches. The agriculturist 
multiplies things of use by working the fields. 

What then do merchants effect, if as is commonly said, an 
exchange is an equal value given for an equal value ? If that 
were true it would be useless to multiply exchanges, and there 
would always be the same mass of inches. It is, however, false 
that in an exchange the values are equal On the contrary, each 
party gives less and receives more. If they did not, there could 
be no gain on either side. But both sides gam, or ought to do 
so : for this reason, that value has no reference exoei:)t to our 
wants, and that which is more to one is less to the other, and 
reciprocally. 

The source of error is in supposing that things have an 
absolute value, and therefore people think that in an exchange 
they give and receive an equal value. Each, however, gives less 
and receives more, because he gives what he wants less, and 
receives what he wants more. It is the surplus which furnishes 
the funds for commerce, and this surplus becomes wealth when 
it can be exchanged for something that has value for the owner, 
and it has value for the purchaser. If the surplus could not he 
exchanged it would not be Wealth. Merchants are the canals 
by which this surplus is carried of, and thus they encourage 
husbandmen to grow more. A spring which loses itself in the 
rocks and the sands, is not wealth for me, hut it becomes so, if I 
make trenches to carry it to my meadows. The spring is the 
surplus produce of the farmer, the trench is the merchant 

The wants of men as they multiply, give rise to the arts, and 
these increase the mass of wealth. Each artisan increases the 
mass of wealth, or the abundance of things which have value. 
The husbandman supplies the raw material, hut it is the artisan 
who puts it into a form to be useful to society, and therefore 
gives it value. Every new art, therefore, gives rise to new 
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wealth j and gives a new stimulus to commerce, for wiiicli it 
supplies a new fund. Thus all husbandmen, merchants, and 
artisans combine to augment the mass of wealth. If, therefore, 
the earth is the only source of products, and therefore of wealth, 
we see on the other hand, that labour gives a value to a number 
of products, which without it would have none. It is therefore 
shewn that labour is also a source of wealth. 

Condillac then discusses wages, and shews why wmges differ 
in different employments. He then defends the right of property 
and bequest. He afterwards enters into a discussion as to the 
nature and uses of money, which is the same as that of the 
Physiocrates, and is now universally accepted by all men of 
sense. He observes, however, that the use of money as a 
measure of value, has given rise to the confusion about value. 
If men had continued to traffic by way of barter, they would 
have seen clearly that they always gave less and received more. 
But as soon as money was introduced, they naturally thought 
that it was an exchange of equal values, because each was then 
valued at the same quantity of money. 

By means of money the respective values of quantities of 
corn and wine may be measured, and then men see nothing in 
their values except the money, which is their measure. All 
other considerations are lost sight of, and because this quantity 
is the same, they think that each of the quantities is equal in 
value. Nevertheless, although a man gives a quantity of corn 
valued at 10 ounces of silver, and receives a quantity of wine 
valued at the same, it by no means follows that the advantage of 
both parties is equal. Because if the corn is absolutely necessary 
to one, and the wine is not necessary to the other, one has the 
advantage and the other not. The comparative gains of the 
parties are, therefore, to be estimated by the intensity of their 
relative wants, and not by the absolute amount of money. 

The merchant buys things wholesale, and sells in detail, and 
receives back the price. Thus continual small sales replace the 
sums spent in purchasing in gross ; and when this replacement is 
made, purchases are again made in gross to be replaced in detail. 
Money is, therefore, always being scattered, to be again collected 
into reservoirs as it were, from which it is again spread by a 
multitude of small canals, which bring it back to its first 
reservoirs, whence it is again scattered, and to where it 
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again reiorns. Tins continual movement, which collects it to 
scatter it, and scatters it to collect it., is called CmouLATio^ir. 
And this circulation manifestly means an exchange at each move- 
ment. If there is no exchange, it is not circulatmi. Mere 
transport of money is not circulation. In circulation the money 
must as it were traiisforai itself into something else. Ciedit, 
however, is used to a great extent instead of money, and per- 
forms the same functions. 

Riches are only multiplied by labour. All products are owing 
to the labour of the husbandman, and all the forms given to 
raw produce are owing to the artisan and the artist. Moreover, 
these riclies only acquire a value by the labour of the merchant, 
who transports them from where they are superabundant to 
where they are wanted. The value of things is, thereft)re, partly 
due to the labour of merchants Aloreover, ail these classes 
want a protector to jireserve order. The Government, there- 
fore, combines witli otlie.s to increase as well as to preserve 
wealth. That nation is most rich which gives occasion to the 
greatest variety of labour. Let us suppose for a moment that 
all the nations of Europe guided themselves by these principles, 
which perhaps they will never understand, there would tlien be 
entire Free Trade, in which they would all find their advantage. 
All equally busy they would feel their mutual want. They 
would no longer think of depriving each other of their 
manufactures and commerce. They would be satisfied each to 
work and to have something to exchange, Whai does it matter 
whether a certain s})Gcies of cloth is made in Eui^land or in 
France, if the Englisli aie obliged to exchange their cloth for 
other manufactures of France. Only let iis woik and we sliali 
have nothing to envy other nations. As much as we want 
to work for them, just so much do they want to work for 
us. If we want to take their woiks they want to take ours; we 
injure them, they injure us. Absolute freedom of employment 
then is the true source of wealth. But at present, occupied in 
doing each other as much injury as i^ossible, each nation wishes 
to enjoy exclusively the advantages of commerce : each in tlie 
exchanges made wishes to keep all the profit. They do not see 
that by the very nature of an exchange there is necessarily a pro- 
fit OB both sides, because each side gives less and receives more. 

A single person who does not know tlie true market price 

H 
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may be cheated in his purchases. hTations are merchants : it is 
at home that the markets are held: the price of things is known 
to them. By wdiat art tlien can we force them to gi^^e ns 
always more for less, in respect to tliem, when wm always give 
them, less to receive more in respect to ns? This art is iievcr- 
tlieless the grand object of government. It is the philosoidier’s 
stone -wliicli they are searching for, and which they will 
assuredly never find. 

But it is said that it is of the greatest consequence to draw^ to 
ourselves as much gold and silver as possible from foreign 
nations. We mnst therefore prevent them from selling to ns 
w^hat they produce or mamifaetnre, and force them to buy -what 
we produce or manufacture. 

You really believe then that a million of gold and silver is 
greater wealth than a million of other productions ! Are you 
really ignorant that productions are the first wmalth ? What 
will you do if other nations, who reason as ill as you do, wash 
also to draw your gold and silver to themselves? That is what 
they ^yiii try. Every nation will, therefore, try to prevent 
foreign merchandize from coming to them. And if they 
succeed, it is a necessary consequence that their own mer- 
chandize will not go anywhere else. For, washing to keep each 
to itself all the profits of trading, they will cease to trade with 
one anotlier, and thus they will lose all profits. 

Such is the effect of prohibitions. Who yet dares to be 
sure that Europe wall open its eyes ? I wash it would ; but I 
know the force of prejudice, and I don’t expect it. In short, 
commerce is not for Europe an exchange of works in which 
each nation finds a profit, it is a state of waar, in which each 
tries to rob the other. They think as they did in times of bar- 
baiisiii, that nations can only gTow rich by robbing their neigh- 
bours. Condillac then earnestly advocates unbounded freedom 
of trade. The first part concludes with a chapter giving a 
res i mi e of the doctrine of the whole. 

Condillac having thus in the first part traced the grand out- 
lines of Economic Science, and shewn that universal free trade 
is the proper order of things, in the second part takes general 
free trade as the basis of his argument, and examines in suc- 
cession the mischievous consequences produced by all Tioiatipns 
of, and attacks on, the principle. These are waars, custom 
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houses, taxes on industry, privileged and exclusive companies, 
taxes on consumption, tamperings with the currency, goveiii” 
nient loans, paper money, laws about the export and import of 
corn, laws about the internal circulation of grain, tricks of 
monopolists, the commercial jealousy of nations, and other 
things. The eftects oi‘ each of tliese are examined with ad- 
mirable skill. 

Such is a biiof outline of the hist two parts of this work. 
The third, unfortunately, was never written. Although wo 
have been obliged to omit several excellent points, the analysis 
given will show the general scope of this admirable work, and 
its great importance is manifest; for it is the true foundation of 
modern Economics. 

Condillac expressly declares the true function of Economic 
Science to be the Science of Commerce. And m dealing with 
the subject we see the immense superioiity of a mathematical 
and metaphysical mind ; for lie places the source of value in 
the Iniman mind, in wants and desires, or in Demand; and, 

1 laving done so, he naturally shows that all variations in value 
depend on variations in demand and supply; that is, he in- 
stinctively, as a pliysical philosopher, never dreams that there 
can be more than one fundamental tlieory of value. He, as 
every pliysicist who really paid attention to the subject, would 
liave been utterly aghast at the notion that the science could 
be based on six or seven fundamentally conflicting tlieories of 
value, as is the fashion at the present day. 

Condillac has been classed as a Physiocrate, because he says 
in one jilace that the earth is the source of all wealth. Ho also 
maintained that all taxation should be laid at once directly on 
the Produit N'ef^ and that all indirect taxation, however, im- 
posed, ultimately came back upon the rent of land. We shall 
defer any observations on this theory of taxation until the 
chapter on taxation; but on the first j)oint we may say that his 
fundamental conception and liis doctrine in one place is wider 
than in another. For he says that Economics is the science of 
commerce, which is the exchange of tveo things, and that every- 
thing which is exchanged is merchandize. The generality of 
this definition covers any new things winch may be brouglit 
into commerce, even tliough not at first contemplated by him. 

It is true that Condillac’s work can by no means be considered 

H 2 
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as a complete treatise, aad it requires immense development. 
Blit it lays down the bioad geneial outlines of true Economics. 
Smith’s woik and Condillac’s were published in the same year. 
Smith’s obtained universal celebrity in a very short time. Con- 
dillac’s was as far as we can find out, quite neglected NTever- 
tiieless, the whirligig of time is now bringing about its revenges ; 
for all the best European and American Economists are now 
gravitating to the opinion that Condillac’s is the true conception 
of Economics. The beautiful clearness and simplicity, the in- 
stinct of the true physicist are visible throughout; at length he 
will receive justice, and after the neglect of 95 years he will 
emerge as the true founder of modern Economics. 

40. The next wniter whom we know of to have adopted this 
conception of Economics is Archbishop Whately, when Professor 
of Political Economy at Oxford. In his lectures delivered in 
1831, he says p. 3. — A. Smith has designated his work a 
treatise on the ‘ Wealth of Nations ; ’ but tiiis supplies a name 
only for the st(hject-^}utftej\ not for the science itself. The name 
1 should have preferred as the most descriptive, and, on tlie 
wliole, least objectionable is tliat of Catallactics, or the 

Science of Exchanges.” 

Idau might be dehiied, ^ An animal that makes Exchanges ’ ; 
no other even of those animals 'which in other points make the 
nearest approach to lationality, having, to all appearance, the 
least notion of barteiing, or in any way exchanging one thing 
for another. And it is in this point of view alone that Man is 
contenijjlated by Political Economy. This view does not essen- 
tially cliller fcom that ^of A. Smith; since in this science the 
term Wealth is limited to £!xcJiangeahle commodities: and it 
treats of them so liir forth only as they are, or are designed to 
be, the subject of exchange. But for this reason it is perhaps 
the more convenient to describe Political Economy as the science 
of Exchanges, rather than as the science of national Wealth. 
For the things themselves of w^hich the science treats, are 
immediately removed from its province, if we remove the possi- 
bility, or the intention, of making them the subject of exchange : 
and this, though they may conduce in the highest degiee to 
happiness, which is the ultimate object for the sake of which 
wealth is sought. A man, for instance, in a desert island, like 
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Alex. Selkirk, or the personage his adventures are snjjposed to 
have suggested, Robinson Crusoe, is in a situation of which 
Political Economy takes no cognizance : though he might figur- 
atively be called lich, if abundantly provided with food, laiment, 
and various comforts : and tliongh he might have many com- 
modities at hand, which would hecome exchangeable, and would 
constitute him strictly speaking lich, as soon as fresh sextlers 
should aiiive.” 

In like manner a musical talent, which is wealth to a pro- 
fessional perfoimer who makes the exercise of it a subject of 
exchange, is not so to one of supeiior rank wdio could not with- 
out degradation so employ it. It is in this last case, theiefoie, 
though a source of eiijojmeiit, out of the j-iroviiice of Political 
Economy.” 

This is enough to shew Whatcly’s general conception of the 
science ; we shall have to cite him on several occasions in future, 
to shew how cleaily he saw the fundamental fallacy of the 
Ricardian system of Economics. IIis iectmes, however, fell 
like the good seed on barren ground in England ; and Ricardo’s 
system gained a temporal y popularity by being adojited and 
expanded by Mr. J. S. Mill. 

50 . The next most illustrious propagator of this system was 
Fbeberic Bastiat, who revived and popularized the doctrines 
of Condillac in France We regret that we cannot in this place 
give an account of the most popular writings of this brilliant 
genius, because they are flestrnctive, they were wiitten to com- 
bat Protection and Socialism with which kindred errois France 
was entirely imbued. But we have given an account of them 
in our Blctlomivij of Tollti cal Eco}iomy, x\ll that we can state 
here is that Bastiat held Political Economy to be the Scimce of 
Exchanges. lie says ^'Exchange is Political Economy.”^—- 

The causes, the effects, the laws of these Exchanges constitute 
Political Economy ” And speaking of persons rendering each 
other services, he says— “ There true Political Economy begins, 
because it is there we see the first appearance of Yalije.” 

Bastiat also places the source of value in the mind, as fully 
shewn in the chapter on Yalue. 

1 IIarnW7}ir<i Fro noun F rhaixjf^ 
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oj‘ JlJc*O(0ilUi<t^, 

51 Iia\ lug thu> fnvii an lii^toiioal ncc(»uni vi' tlie |,rourpKS 
of ideas as to the nalure and liimls oi‘ Eeoiioinie Seionee, "w e 
may stale tlie argninent in fa\-anr ol the Miianoutv of the 
vknvs lield b} the third school of EcoiiomihtN. 

Ever since certain enlightened and far-seeing men discerned 
that there is a definite body of science to ^vhieh they gave tbc 
name of Political Economy, or Econonucs, they have said that 
it is a Pliysical Science, and that Us iin estigations are to be 
pursued ill a manner analogous to llio^e of the other Ph} sical 
Sciences. If then this be admitted, it follows that it must be 
constructed in a manner somewhat similar to the vauoiis 
Physical Sciences, which have already licen reared up, and serve 
as models for the construction of new sciences. 

Now the general fundamental conditions of a Pliysical Science 
are these: That it is some great body of phenomena all based 
upon some single conception, or cpiality of the most general 
nature. The purpose of the science is to discover tlie laws of 
these. phenomena. Purthermore, every science must be based 
upon certain conceptions which must be perfectly general, and 
upon certain great principles ^vhich must also be perfectly 
general. 

If, then, Political Economy, or Economics, is a Physical 
Science, as asseiled, it must be some large body of jihenomena 
all based upon some single conception, whatever that may be ; 
and if it is to be a science of the same generality as the other 
physical sciences, it must be based upon conceptions and axioms 
of the same wideness and generality as those of physical science. 
The question therefore is— -What is that body of phenomena, all 
based upon a single idea, to which the name of Economic 
Science may be applied ? And furthermore, if there sliouhl be 
a certain agreement among Economists as to its general nature 
what is the best conception of it — that which most clearly 
and distinctly marks out its nature and limits, and its separation 
from olhei ^sciences, and that, in fact, which is most in ao- 
wrdance with, and shows its relation to, the great body of 
Physical Science? 

Economists are now agreed that the science treats ex- 
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clusively of Wealth: though they are very far from being 
agreed as to 'vvliat Wealth is^ or as to what the science of 
Wealth is. But there aie two definitions of the science, each of 
which has numerous and distinguished adherent>s ; and we have 
BOW to consider these two definitions, and to state the leasons 
which shew that one of tlieni is su})erior to tlie othei*, and that 
the preference ought to be given to it, as most cleaily marking 
out the character of the science, and its separation from other 
sciences, and also as shewing most distinctly how it may be 
brought under the general dominion of the acknowledged laws 
of Physical Science. 

The two definitions of the science which may be said to 
divide Economists are these : — 

1st. It is the Science which treats of the Production,^ Pis- 
Irlhtitlon^ ajbd Consumption of 'Wealth. 

2nd. It is the Science of Uxchanges^ or of Yalue. 

N'oav AAUth lespect to the first of these definitions Ave obseiAe 
that there are four Avords in it which are Avfiolly unexplained: 
Production^ Plstrlhutlon^ Consuuqjtionj Wealth, 

Mr. Mill says that CAmry one lias a sulHciently distinct notion 
of Avhat Wealth is. But that is very far lioin being the case. 
When Ave search for a definition of Wealtl) m the writings of 
Economists, AA’^e find that thei*e is none, and that scarcely two 
Economists agree as to AAdiat Wealtli is. So far is it fiom 
bebig clear Avhat AA^ealth is, that it requiies a long investigation 
to trace the differences of ideas on the subject, and to determine 
Avhat is its true extent 

All persons, however, Avoiild agree that corn, and clothes, and 
fumiture, and maniifactuies, and so on are Avealth. The })ro- 
cluctioii of coin, and clothes, and furniture, and manufactures is 
the production of Avealth. Therefore Avhen it is said that 
Political Economy treats of the production of Avealth, it Avould 
probably strike a person Avho had not very much considered the 
question that it related to the production of corn, of clothes, 
furniture, manufactures, and so on. TJierefore it might seem 
that it is the duty of Political Economy to treat of the business 
of farming, manufacturing, and so on: and that to learn 
Political Economy is to learn the Avhole business of farming, 
manufacturing, and so on. But every Economist Avoiild at once 
say that it is not so. He Avoiild say that Economic Science 
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has iiotMng whatever to do with the ait and process of farming, 
or with the arts and ])rocesbes of nianiifactiires, but only -with 
the price or value of the coin, manuPictnres, and so on, when 
produced'. Every Economist would at once say that his science 
has nothing to do with the arts and processes by which things 
are obtained, hut only with the cause of their value, and the 
changes of their value when produced. 

Hence we see that the word Production in Economics must 
bear some veiy technical meaning, which is by no means 
apparent at first, and that is a good and sufficient reason why it 
should not he made part of the definition of the science. 

Again, every lawyer and every mei chant knows that a debt 
is a certain species of property. But it would startle many 
persons who liavc not received a legal or commercial education 
to be told that a debt is Wealth. It is certain that the quantity 
of debts in circulation amounts to many liundreds, if not thou- 
sands of millions of money in value, yet it Avould startle many 
persons to tell them that these debts are so much wealtli, as 
much as an equal amount of gold and silver; and yet every 
lawyer, every merchant, and every Economist kno%vs that they 
may he made of exactly the same value as money, and perform 
all the functions of money. A mere!) ant creates a debt by 
accepting a Bill of Excliange, and a l^anker creates a debt by 
issuing a bank-note; it wxmld startle many persons to be told 
that they were thereby creating wealth ! 

The biisliicss and mechanism of banking is manifestly one of 
the most important branches of Political Economy. How 
banking exclusively consists in buying money and debts, by 
creating other debts; and it is by no means easy to perceive at 
once how^ buying debts by creating other debts comes under the 
idea of the definition of the Production, Distribution, and 
Consumption of Wealth. 

This is one example of the perplexities and embarrassments 
that spring up when we consider the wxrds Production of 
Wealtk 

Similar difficulties attend the word Consumption^ which by 
recent Economists is used to mean destruction. How Eco- 
nomic Science has nothing to do with the way in which a 
purchaser destroys an article, or whether he destroys it a-t all, 
but only with the price he pays for it. Hence, as in the case of 
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Prorlnctioiij the word Consamption must bear some technical 
meaning which requires some investigation to discover, and 
that shews it ought not to be made part of the definition of 
the science. 

Economic Science, however, ti eating of Wealth, and being 
the Science of Wealth, we must consider wliat is that QiiciUty 
of things in regard to which they are to be considered as 
wealth, and that quality being ascertained with regard to any 
one class of quantities, we must generalize tlie idea and include 
under the title of Wealth, all quantities whatsoever which have 
that quality, whatever other qualities they may possess 

Now fiom what we have ali’eady said, in this chapter, it 
appears that the earliest writeis in antiquity who consideied the 
question, the Koman lawyers, and Economists of rdl schools, 
have unanimously declared that the Q\’aliiy of things which con- 
stitutes them Wealth is ExciiAisrGEAniLiTr. It is not because 
they are useful and agreeable, in any way that they are techni- 
cally called Wealth — but solely because they are ExenAXGEAnLE. 

Hence we have at last found that great general conception of 
which Ave were in search : and from tliis conclusion it naturally 
folio Avs that if Political Economy he the science of things, so 
far as regards their being Wealth, it must ho the science of 
them Avitli regard to tlieir exchangeable relations, and that only. 

We have already shewn tliat Exchange is really the idea at 
the basis of all systems of Economics. The Physiocrates by 
the Avords Production, Distribution, and Consumption of Wealth 
in reality only meant the Commerce, or Exchange of material 
products of the earth. But the restiiction of the science to 
the material products of the earth only is contrary to true 
science. If Ave allow that it is exchangeability AAdiich makes 
them to be Avealth, then anything which is exchangeable, what- 
ever its nature be, must be Wealth. 

The reason Avhy the definition of the Science as the Science of 
Exchanges is greatly preferable to that of its being the Produc- 
tion, Distribution, and Consumption of Wealth, tlioiigh they are 
really identical, is now apparant. It at once makes out a clear, 
distinct, and circumscribed body of phenomena, separated from 
all others, and based upon a single conception ; and it at once 
frees the science from the perplexities and embarrassments of 
the former definition It E at once noon hov it satisfies the 
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general conclitions of Physical Science : for we find a il istiiict 
order of Quantities liaving the common |)io})erTy of ExouiangE' 
ABILITY. We find that we have a new order of Variable 
Quantities : and we can at once pronounce that tlie general 
Theory of Exchangeable Quantities mu>sfc be brought into 
harmony with the great geiieial Theory of Variable Quantities 
in general. And it will be found that all the various discor- 
dances of opinion among Economists may be settled by the 
acknowledged principles of reasoning in the Physical Sciences. 

The sole difference between the Physiocrates and the Econo- 
mists of the third school is this — Are exchangeable material 
products of the earth only^ or are all Exchangeable Quantities 
of all kinds to be brought within the Science of Economics ? 

The Economists of the second school fell, as we may say, 
between two stools, for they started with the nomenclature 
of the Physiocrates, and laid down conceptions and laws drawn 
from that narrow basis, but in the course of their reasoning 
they were led to include all exchangeable quantities in the 
science ; and by so doing they tortured and twisted its terms in 
such away as to plunge the whole subject into hopeless confusion, 
and themselves into the most incredible self-contradictions. 

1^0 w if we adopt exchangeability as the general idea of 
Wealth, the principles of true science shew that we must in- 
clude in it all Quantities whatever that are Exchangeable, no 
matter what their nature be, Material and Corpoieal, Immaterial 
or Incorporeal, enduring or evanescent. 

Hence we see evidently that the domain of Commerce includes 
exchanges of all these various kinds of Property, and conse- 
€|uently they must all be included in Political Economy, or 
Economics, and thus we have a distinct and circumscribed body 
of phenomena whose laws we have to investigate. 

As soon as we adopt this conception, we see how the science 
becomes amenable to the general prmci]fies of Natural Philoso- 
phy. In the first place we observe that the fundamental concep- 
tions of the science must be capable of grasping all species of 
Economic Quantities. Thus, for instance, it is essential that 
there should be but one cause of Value, and what that single 
cause is, must be determined by the ordinary principles of 
Inductive Logic. It would be utterly contrary to the principles 
of liiduciivG Logic to break up Quantities into distinct species, 
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and say that one species had value for one reason, and another 
species for another reason. That would be at once to destroy 
the generality of the Science. 

Moreover it is essential, according to the principles of Natural 
Philosophy, that there should be but one general fundamental 
law goverjiing the relations, or the Yalue of the Exchangeable 
Quantities. It is utterly contrary to the acknowledged standards 
of reasoning in Inductive Science to break up the science into 
separate classes of cases, and to say that there is a distinct 
fundamental law of Yalue for each. If, then, there be a iiiiinber 
of distinct laws proposed, it is the business of the Physical 
Economist, wdio wishes to bring the science into harmony with 
the other physical sciences, to examine and to decide by the 
acknowledged principles of Inductive Logic, which out of several 
proposed laws, is the single general one to be adopted, and 
which are to bo rejected. 

Moreover it is easy to shew that the conception of exchanges 
better expresses the notion of those who regard it as the pro- 
duction and distiibution of wealth than their own dehiiition. 
For how is wealth distributed ? By no other method than that 
of exchange. If a man wants to have bread distiibuted to him, 
he must have something to give in exchange for it, such as shoes 
and other things. And if a man wants shoes distributed to 
him he must have sometliing, such as bread, to give in exchange 
for them. Hence the shoemaker and the baker are each pro- 
ducers, and the reciprocal distribution of the produce of each 
to the other is an exchange. And the very object of Economic 
Science is to discover the laws of those reciprocal distributions 
or exchanges. Hence the Science of Exchange is simply the 
Science of Production and Distribution, under a shorter, clearer, 
better, and more expressive name 

The difference, therefore, between the works of the Physio- 
crates and this work is that they treated only of the exchange of 
material products, whereas this work treats of tdl exchanges: 
and we may give a few examples to shew the great superiority 
of the definition adopted by the third school ot Economists. 

The great system of Credit consists in the creation, sale, and 
extinction of debts. The business of banking, one of the 
most important departments of Political Economy in modern 
times, consists exciusively in luiying and selling money and 
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debts by means of other debts. Wlien a banker buys a Bill of 
Exchange, which is a mercantile debt, by means of lus own 
notes, which are other ciebts, that is a sale or exchange of two 
properties, just as much as die sale or exchange of gold for 
corn ; and the variations in value between the commercial debts 
and the banking debts are subject to exactly die same general 
lavr as the variations in value between gold and corn. But how 
does the sale or exchange of debts for debts come under the 
Production, Distribution, and Consumption of Wealth? 

A great author "writes a work and sells the copyriglit for 
£5,000 : that is, a Sale or an Exchange : hut how is it the Pro- 
duction, Distribution, and Consumption of Wealth? 

A tradesman establishes a prosperous business and sells the 
goodivill of it ; that is a Sale or an Exchange : but how is it the 
Production, Distribution, and Consumiition of Wealth? 

So we may buy or sell the public funds, or shares in com- 
mercial companies of all sorts ; these are Sales, or Exchanges : 
but how are they the Pi eduction. Distribution, and Consumption 
of AYcalth. 

We may buy or soil land in the city of London ; that is a Sale 
or an Exchange ; but how is it the Pioduction, Distribution, and 
Consumption of Wealth ? 

W e might extend the number of these examples ; but these 
are quite sufficient to shew the great superiority of the definition 
of the third school over that of the other twm. 

Many |)ersons who had not received a legal or commercial 
education might feel a considerable difficulty in including such 
properties as Debts, the Funds, a Copyright, &c., under the 
title of Wealth, as tliat word has been so associated in modern 
discussions with articles of personal enjoyment. But every one 
must admit that these properties are bought and sold every day 
by millions, and consequently though they might feel a difficulty 
ill admitting them to be w^ealth, no one can have the slightest 
difficulty in admitting that they are Exchangeable Quantities, 
and must be included in a general Science of Exchanges. 

Such, then, is the body of phenomena all based upon the 
single conception of exchanges which is now held by the 
majority of modern Economists to constitute the domain of the 
Science of Economies ; and wffiose law’-s are to be investigated on 
the principles adopted in all Pliyslcai Sciences. 
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52« Let us now make a few remarks on Mathematical 
Science in general. 

Mathematical Science extends its dominion over three distinct 
classes of subjects. 

First: the science of pure number which is called Arithmetic. 

Secondly: the theory of Dependent Quantities, which is again 
sub-divided into those which depend upon each other by wTiat 
may he called the principle of cause and euect, when the effect 
varies proportionably and directly as the cause ^ and, thirdly ^ 
those which are connected with each oilier by what may be 
called the piinciple of simultaneous variations, such as geome- 
trical cuives, where the oidinates vary simultaneously by some 
ar])itrary but determinate law, but yet not by the principle of 
cause and effect. 

Thirdly: the last class is that of independent quantities, or of 
events of the same nature, but not connected by any law, whieli 
is the theory of probabilities 

ISTow, any body of phenomena vfhatever, wbicli possesses the 
characteristics of either of these three classes, may be brought 
under the dominion of mathematics, by the very principle of the 
generality of science. 

Thus, for instance, the laws of aritlnnetic are absolutely 
universal. We state it as an abstract and universal truth that 
3 X 3=9, whatever the quantities be. If it were possible to 
imagine a science in which 3x3 — 11, that would at once 
destroy the generality of arithmetic. 

The very same principle of universality holds good with 
regard to the other classes of subjects. The great general 
theory of Dependent Quantities must be absolutely universal r 
the great geneial theory of Yariahle Quantities in general must 
of necessity comprehend all orders whatever of Y ariable Quan- 
tities. This is the great Zmc of Oonthuuty^ which dominates 
all sciences. Why is it that all the great physical sciences, 
such as astronomy, optics, heat, electricity, sound, and othens 
of such divers natures, may all be brought under the grasp 
of general equations? It is simply for this reason, that tliere 
is a great general theory of Yaiiable Quantities, of ivliich each 
of these is only a particular case. 

Hence we may lay this down as a fundaiuental condition of 
our method of investigation, that if wm have to consider any 
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new order whatever of Variable Quantities, they must rigor- 
ously conform to the general la^\s of Vaiiable Quantities. To 
suppose that a new order of Variable Quantities could depend 
upon laws fundamentally contraiy to the general theory of 
Variable Quantities would at once shake to its foundations the 
whole of iiiatliematical science, just in the same maimer as if 
we could imagine a science m wdiich 3x3== 11 would destroy 
the generality oi‘ Arithmetic. 

I^sTow the fundamental condition of the science of any body of 
Variable Quantities of either order is this, tliat there can only 
be one single and general expression wliich must be capable of 
grasping all the phenomena. 

In the history of the various physical sciences, such as Astro- 
nomy, Optics, &c., different opinions have been held as to 
which was the true general theory of the subject. But no one 
ever supposed that there could by any possibility be more than 
one. No one ever dreamt of breaking up the body of pbeno- 
niena into a number of distinct classes, and accounting for each 
by means of a distinct theory, which was contradictory to each 
of the others. No one ever dreamt of writing a book on Astro- 
nomy and explaining one class of phenomena by means of the 
Ptolemaic theoiy, another class of ]>henomena by means of the 
Copernicaii theory, and another class by means of tlie Tycho- 
nian theoiy. No one ever wrote a book upon Optics in which 
one chapter adopted the Corpuscular theoiy, and another chap- 
ter the Wave theoiy of Light. In such a way of treating the 
subject, there could, of com sc, be no such thing as a general 
law in the science. 

Arguing then from analogy, and by the great doctrine of the 
Oontlnidty of Science^ we may lay it down as a fundamental 
condition that if we have to discuss any new order of Variable 
Quantities, it must conform to the general theory of Variable 
Quantities. 

Now, Economic Science treats of a new order of Variable 
Quantities, and the science regards them in a new variable 
relation, namely, that of Exchangeability. The object of the 
science is to ascertain the variations of their exchangeable 
relations with each other. Arguing then on the above men- 
tioned principles, it may be said that it is a fundamental 
condition of the science that the exchangeable relations of all 
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qiiaiiiitieSj whatever their nature be, must be brought under the 
grasp of one single general law, or one single general equation, 
and no more, 

Now, admitting that the Ilicardo-Mill system of Economics is 
widely prevalent in this country, it is well known that it bieaks 
up Economic phenomena into a number of distinct classes of 
cases, and it assigns a distinct law of Value for each of tliese 
classes, Now such a method of investigation is utterly In- 
admissible. If it Im true that Economics is a physical science, 
such a method of investigation is in direct violation of the 
fundamental principles of Natural Philosophy. 

To peimifc such a method of investigation would be simply to 
destroy the generality of the Theoiy of Variable Quantities, as 
much as if we could imagine that in any case whatever 3 x 3 = 11, 
it would destroy the generality of arithmetic; for it would be 
as much as to say that there is an order of Variable Quantities 
which is not subject to the general Theory of Variable 
Quantities. 

It is quite easy to demonstrate that there is, as the princi]>]es 
of Natural Philosophy shew that there must be, one great 
general equation which comprehends all the phenomena of the 
exchangeable relations of all quantities, whatever their nature 
be, and all the distinctions set up by the Ilicardo-Mill system 
may be annihilated by the Xem of Gonthimti/j and reduced to 
this one general law. 

And now we see how Economics is a great Physico-Mathe- 
matical Science. The Physical part of it, or the facts, can only 
be known to those who are properly instructed. Manj persons 
suppose that it is very easy to see and describe facts. But tliat 
is a great mistake. In all sciences it re(|mres an educated eye 
to be able to see the facts. Nothing can be more remarkable 
than the statements of Uvo able men, Senior and Whately, that 
^Hhe facts on which the general principles of the Science rest 
may be stated in a very few sentences, and indeed in a very few 
words.” ^ “ Political Economy, is indeed a science wiiich is 
founded on facts, and which lias a practical a])plication in re- 
ference to facts ; but which yet requires for the establishment 
of its fundamental principles very little information beyond what 
is almost unconsciously, and indeed unavoidably required by 

i SSntwr Trent isr 0/1 Pohf teal Veonoimj, p I, 
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every one.” ^ So far from the facts of Economics being capable 
of being stated in a very few words, and being iioconscioiisly 
and tiiiavoidably acquired by eveiy one, we may sa} that it 
requires a greater vaiiety of knovvdedge than any other science 
whatever, even to see tlie facts. For what are the facts of 
Economics? It denis with all Property of every description, 
and with all commeice. Consequently a Imowledgc of the Law 
of Property of every description, and a thorough knowledge of 
the entire mechanism of commerce is absolutely indispeiifeable 
to enable aiw one even to see the facts of Economics : and to 
devise a Theory of the Phenomena, which shall be conformable 
to the principles of NTatural Philosophy, of course indispensably 
requires a knowledge of Physical Science, and the methods of 
reasoning which have brought the various sciences to their 
present state. 

53, These considerations will be sufficient to satisfy all 
persons of competent knowledge that Economics is essentially 
a physical science. But we will now go further and shew from 
the books that are in constant use that it is already implicitly 
acknowledged to be a Mathematical Science. 

If we take u]i any book of Algebra, we find it stated among 
the usual illastrations of the meaning of the Algebraical signs 
“f and — , that Money is a positive quantity, and that a Debt is 
a negative quantity LTow Money and Debts are each of them 
exchangeable, and therefore Economic Quantities. Hence we 
see it at once acknowledged that there are Positive Economic 
Quantities, and NTegative Economic Quantities. How let us 
ask this question — ^What can be the meaning of a Hegative 
Economic Quantity ? 

How we know perfectly well tliat in other great sciences 
there are positive quantities and negative quantities. Mathe- 
maticians have fully explained to ns the meaning of the nega- 
tive Sign in Algebra, Trigonometry, Analytical Geometry, 
Mechanics, Optics, Astronomy, Electricity, and so on. We all 
know the meaning of the negative sign in each of these. But 
has any Mathematician ever told us what a Hegative Economic 
Quantity is? Or has any Mathematician ever explained the 
Theory of the Hegative Sign in Economics? 

Some persons may be ready to give some sort of reply like 
^ WhaUty s Lecturm^ j) liO. 
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this : a man’s money is positive and his debts negative. Sub- 
tract one from the other, and the remainder, if any, is his 
property. 

The slightest reflection will show that this explanation wholly 
fails. Take any of the sciences already mentioned, in which the 
negative sign occurs, and are negative quantities subtractions 
from positive ones ? They cei tainly are not. Every one knows 
that ill all these sciences negative quantities are not subtractions 
from positive ones, but separate and independent quantities, 
having as real an existence as positive ones ; and that the total 
science is composed of positive quantities together with negative 
quantities. 

We may already see, then, from the analogy of all other 
sciences that Negative Economic Quantities cannot be subtrac- 
tions from Positive Economic Quantities, but that they must be 
separate and independent ones, and that the complete Science of 
Economics must comprehend Positive Quantities together with 
Negative Quantities. 

We are told that a Debt, or Credit, is a negative quantity. 
Now a Debt, or Credit, is the Right to a Future Fayntent^ and 
is the type of an enormous mass of Property. The Funds 
are of the same class of Property. They are also Negative 
Economic Quantities, and what are they to be subtracted fiom? 
We have already stated that upwards of £5,000,000,000 of 
Debts, or Credit, passed through the London Clearing House in 
one year; these are Negative Quantities, and what are they to 
be subtracted from ? And this stupendous sum is only a small 
part of the credit employed in the country. Take the accounts 
of any great public bank — on one side of the account is a siigi of 
a great many millions of credit, entirely Negative Quantities ; on 
the other side is an equal sum consisting of a comparatively 
small sum in money, or Positive Quantities, together with a 
much larger sum in credit, Negative Quantities. Now in these 
great accounts, consisting chiefly of Negative Quantities,, what 
are they to be subtracted from ? 

Furthermore under this species of Property is included about 
32 parts of S3 of the value of Land, Copyrights, Patents, Tolls, 
Ferries, all Annuities, and that stupendous mass of Property, 
consisting of Shares in Commercial Companies : in short, the 
whole of that species of Property known in law by the name of 

I 



114 


PRINCIPLES OP ECONOMICS 


[Chap III 


Incorporeal Property, which in this country incluclGS about 95 per 
cent, of Economic Quantities, and the greater pait of which is 
entirely omitted from the ordinary books on Political Economy. 
NTow, how are we to subtract 05 per cent, of Economic Quan- 
tities from the remaining 5 per cent. : and how is Incorporeal 
Property to be subtracted fi‘oiii Corporeal Property ^ 

It is manifest that it is a scientific problem of tlie highest 
importance to develope the Theory of the Negative Sign in 
Economics, as under these Negative Quantities, which Algebraists 
pass over with a simple remai'k, is contained the whole Theoiy 
of Credit, which has exercised such prodigious effects upon 
nations for good and for evil, which are not in any way inferior 
to those of the Steam Engine. 

54. According to this conception, then, of Economics, wdiich 
is the one to which the majority of Economists are now gravi- 
tating, we see at once that a great new Physical Science is pre- 
sented to us, which is in all respects fitted to be raised to the 
rank of an exact science. For we shall find that the same 
general laws of Exchange hold good among all nations, among 
the rudest and the most civilized, and in all ages and countries. 
We find that the same causes are invariably followed by the 
same effects, whicli arc always measured numerically, and that is 
why Economics may be raised to the rank of a permanent and 
universal science of the same rank as the physical ones, because it 
is based upon principles of human nature which are found to be 
as universal and permanent as those of physical substances upon 
which the physical sciences are based. 

55. We have shewn that this conception of the nature of 
the Science exactly represents the ideas of the Pliysiocrates, 
only that they restricted it to the exchange of material pro- 
ducts. It also correctly represents the idea of Smith, for in 
B. I., c. 4, he explains the object of the first two Books of his 
work, which is the constructive part of it: he says they are 

to investigate the principles which regulate the exchangeable 
value of commodities and McCulloch in his note to the first 
page of the work, says This science might indeed be called 
the Science of VedtiesJ’^ Bicardo’s work, however imperfect, 
is a treatise on Value. And this is so evident from the whole 
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body of Economic writers that we should have at once pro- 
ceeded with the exposition of the science, if it had not been 
called in question by Mr. J. B. Mill : and as his work is so 
extensively read, we must examine his argument. At the coin- 
mencement of Book III. on Exchange he says : — 

^^The subject on which we are now about to enter fills so 
important and conspicuous a position m Political Economy, 
that in the appiehension of some thinkers its boundaries con- 
found themselves with tliose of the science itself One eminent 
%vriter has proposed as a name for Political Economy “ Catal- 
lactics,” or the science of exchanges: by others it has been 
called the Science of Values. If these denominations had 
appeared to me logically correct^ I must have placed the dis- 
cussion of the elementary laws of value at the commencement 
of our inquiry instead of post})onmg it to the Third Pait, and 
the possibility of so long deferring it is alone a siiilicient ])roof 
tliat this view of Political Economy is too con lined. It is true 
that io the jtreccding books we have not escaped the necessity 
of anticipating some small portion of the theory of ValuGj espe- 
cially as to the value of labour and of laud. It is, nevei tireless, 
evident that, of tlie two great departments of Political Eco- 
nomy, the production of wealth and its distribution, the con- 
sideration of Value has to do witli the latter alone ; and with 
that only so far as competition, and not usage or custom, is the 
distributing agency. The conditions and laws of Production 
would he the same as they are if the arrangements of Society 
did not depend on Exchange, or did not admit of it. Even in 
the present system of industrial life, in which employments are 
minutely sub-divided, and all concerncMl in procliictioii depend 
for their remuneration on the price of a paiticular cunxniodity, 
exchange is not the fundamental law of the distribution of the 
produce, no more than roads and cairiages are tlie essential 
laws of motion, but merely a part of the machinery for elTecting 
it. To confound these ideas seems to me not only a logical, ]>ut 
a practical blunder. It is a case of the error, too common in 
political economy, of not distinguishing l^etween necessities 
arising from laws of nature and those created by social arrange- 
ments: an error which appears to me to be at all times pro- 
ducing two opposite mischiefs ; on the one hand causing 
political economists to class the merely temporary truths of 
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their subject amono its pennancnt laws; and on the other, lead- 
ing many pei sons to mistake the perinanent laws of Production 
(such as those on which the necessity is grounded of restiaining 
population) for teinpoiary accidents aiising iiom the evisting 
constitution of society — which those wlio would fianie a new 
system of social arrangements are at liberty to disregard. 

In a state of society, however, in which the industrial 
system is entirely founded on purchase and sale, each indi- 
vidual, for the most part, living not on things in the produciioii 
of which he himself bears a pait, but on things obtained by 
a double exchange, a sale followed by a purchase — the question 
of Value is fundamental. Almost every speculation respecting 
the economical interests of a society thus constituted implies 
some theory of Value: the smallest error on that subject infects 
with corresponding error all onr other conclusions ; and any- 
thing vague or misty in our conception of it creates confusion 
and uncertainty in everything else.” 

Having thus laid Mr. Mill’s arguments before our readers, we 
may now make some observations on them. What he can 
mean by saying that it is not lor/leallij correct to defiiie Poli- 
tical Economy as the Science of Exchanges is wholly unintelli- 
gible to ns. Surely it must be admitted that there is a science 
of exclianges, and why it should sin against the laws of Logic 
to call it Political Economy we are unable to perceive. As a 
matter of fact, all Economists since the foundation of the 
science in modern times have only considered Production with 
reference to an exchange. 

Mr. Mlil’s meaning, howevei', we apprehend to be this: — 
That the eommoda vltm may be produced, distributed, and 
consumed by other means than by an exchange. And this is 
true. In former times such ar»-angenients, no doubt, have been 
in force to a considerable extent. . Formerly it is probable tliat 
in the Highlands of Scotland many families may have lived 
without ever buying or selling a single article in the whole 
course of their lives All their food, clothing, and arms were 
made out of the produce of the estate, The house tvas made 
of the native wood and stones, all the labour performed 
by their own dependents. Now such a state of society may 
attain a certain degree of well-being, but it is clear that no 
such idea as Value could enter their minds. 
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It has been proved by expeidence, however, that it is necessary 
to have a certain peculiar state of moi’al sentiments in a society 
to have any such plan as this work with any degree of success ; 
namely, that })atuarchal state of feeling which existed in the 
deserts of Aiabia, and which formerly existed in tlie Highlands 
of Scotland. For such a scheme it is necessary that the mem- 
bers of society should be under the sti iciest subordination, one 
to another, and all under a despotic chief; that they should be 
in a state of actual servitude, oi one very closely bordering on 
it. Thus, m many monastic institutions, wheie the inferior 
members are all under the despotic government of the superior, 
such a scheme may exist, and the community enjoy a consider- 
able amount of prosperity without any individual property. A 
similar state of tilings, on a larger scale, existed under the 
government of the Jesuits in Paraguay. Under their mild 
sway, it is generally believed that the natives enjoyed a con- 
siderable amount of real happiness, but althougli, iu tins instance 
despotic power does not seem to have been abused, or at least 
in a less degree than any other instance we know of, the natives 
were in reality little better than slaves. And this state of 
things could not last, it is now entirely abolished. But vliile it 
lasted, there was a considerable amount of production, distribu- 
tion, and consumption of mateiial produce without any exchanges, 
and, therefore, without any notion of Value. 

Such a state of society is unnatural, and only compatible with 
a very low degree of civilization. The inevitable tendency of 
civilization is to e(|ualize the lights of the various members of 
society, and all such plans have uniformly been found to fail 
where the members of the society were on an equality with each 
other. These plans of socialism, have with diiferent modifica- 
tions of detail, found many admirers in recent times. They 
have been advocated by dreaming philosophers, visionary enthu- 
siasts, selfish rogues, and innocent saints, llepeated endeavours 
have been made to carry out >some sclienie of this nature under 
a great vaiiety of ditfering conditions. But they have uni- 
versally been found to fail ; having been frequently started with 
the fairest auspices, they have always ended in misery and dis- 
aster, This w^ould seem to prove that there is something con- 
trary to the fundamental principles of human nature in them. 
There are no doubt several minute differences of detail among 
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the various schemes, but they all agree in tills, that men 
slioukl be constrained to work in nnioii with others, and that 
the rewards meled out to the meiiibei s of the society should be 
awarded by public authority. All these dilfeient schemes which 
have tliLS principle in common, however they may differ in other 
respects, may be known by the generic name cf Socialism. 

But Econoiiiisls of all schools have from the first set their 
face against such a state of things. They have all held that 
individual property and the right of fiee exchange is the highest 
form of society, and that to which communities of a lower 
degree of civilization are tending. They began by expressly 
limiting the term “Wealth” to the products of the earth which 
were exchanged. Out of this exchange came Yalne and their 
Science. Now, what was there contrary to Logic in this ? If 
they began by expressly declaring that their science had nothing 
to do with products which are consumed at homo, but only with 
those which are brought into commerce, what is there illogical 
in calling it the science of Exchanges or of Values? 

56. It was this very circumstance that made it seem desirable 
to Whately to adopt tliis name. lie says. Lectures^ p. 5. — This 
limitation of the term Wealth to things contemplated as exchange- 
able, has been objected to on the ground that it makes the same 
thing to be wealth to one person and not to another. This very 
circumstance lias always appeared to me the chief recommenda- 
tion of such a use of the term ; since the same thing is different 
to different persons. Even if we determine to employ the term 
Wealth and Value in reference to every kind of possession, we 
must still admit, that thei e is at least some very great distinc- 
tion between the possession, for instance, of a collection of 
ornamental trees hy a nursery-man, who cultivates them for 
sale, and by a gentleman, who has planted them to adorn his 
grounds. 

“ Since, however, the popular use of the term Wealth is not 
always very precise, and since it may require, just in the outset, 
some degree of attention to avoid being confused by con- 
templating the very same thing as being, or not being, an 
article of Wealth, according to circumstances, I think it for 
this reason more convenient on the whole to describe Political 
Economy as concerned universally and exclusively about 
exchemgu.^’^ 
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So also Senior says: — Again Colonel Torrens supposes a 
solitary family or a nation in wMcli eacli person slioiiJd con- 
siinie only liis own productions, or one m which there slionid 
be a coniiniinity of goods, and urges as a reductio ad absurdimi^ 
that in tliese cases, thougli there might be an abuiidaDce of com- 
modities, as lliere would be no exchanges, there would in onr 
sense of the term no wealth. The answe]’ is, tliat for the 
purposes of Political Economy, tliere would ]>e no wealth; for 
in fact in such a state of tilings, supposing it possible, the 
science of Political Economy would liave no application. In 
such a state of society, Agriculture, Meclianics, or any other of 
the arts which are subservient to the production of the com- 
modities wiiich are with us the subjects of exchange might be 
studied, but the science of Political Economy would not exist.” 

These extracts are in exact accordance with tlie views of 
every Economist except Mr. Mill ; in fact, he is the only one who 
has mixed up discussions on Socialism with a work on Political 
Economy, greatly, in our opinion, to the detriment of the 
scientilic unity of the sulijcct. 

l!^'ot only was tlio specilic declaration of the Physiocrates that 
by the Production, Distrilmuon, and Consumption of Wealth, 
they meant the Commerce or Excliange of material pioducts 
only, a great inducement to ado[)t the name of the Science of 
Exchanges, from the beginning, as Condillac did, but it has now 
indeed become a matter of imperative necessity to do so, since 
it has been enlarged so as to embrace aU exchangeable quan- 
tities, and all exchanges. The former designation has now 
become (|iiite unintelligible. It is just one of those cases which 
illustrate Mr. MilPs remarks in the Litrodacihn to his Logic — 
“ Accordingly in the case of so complex an aggregation of parti- 
culars as are comprehended in anything which can be called a 
science, the definition we set out with is seldom that which a 
more extensive knowledge of the subject shows to be the most 
appropriate. Until we know the particulars themselves, we 
cannot fix upon the most correct and compact mode of circum- 
scribing them by a general description. ''' So long as the 
sciences are imperfect the definitions must partake of their 
imperfections; ami if the former <are progressive, the latter 
ought to be so too.” 

Ill these remarks of Mr. Mill wo entirely concur ; and it is 
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for these very reasons that we adopt the definition of the 
science as being that of exchanges. The definition of it as the 
Production, Distribution, and Consumption of Wealth was not 
very intelligible when it was confined to the exchange of 
mateiial products, but now that it is enlarged so as to embrace 
the theory of wages and the great commerce in debts, it is 
utterly unintelligible, and the definition of it as that of Exchanges 
is the only one which will fit the facts. 

We have seen that Whately, who, as far as we know, was 
the first to call it by this name in this country, would have 
preferred to call it Catallactics, in order to mark its nature 
more clearly. But the name by which a science is called is of 
very small importance ; the real requisite is that its nature and 
objects should be clearly defined. There is no advantage to be 
gained by changing the name of a science which has once 
acquired a firm hold in popular usage, even though that name 
would not, perhaps, have been the best that might have been 
selected if the science were a new creation. There are few 
sciences which have not received a great extension or alteration 
of application of what the meaning of their names would 
suQfgest. Plato long enough ago laughed at the idea of calling 
the science wliich treated of the motion of the heavenly bodies 
geometry, yet geometry has retained its name from that day to 
this; and the French call a great analyst a great geometer. 
Trigonometry has long ago expanded beyond the measuring of 
triangles. Who could tell what Chemistry or Electricity meant 
by their names ? In ancient times Music meant all the liberal arts ; 
in modern times it is restricted to the modulation of sounds. 

57. The name of Political Economy, or Economic Science, 
is so firmly rooted in the public mind, that no advantage would 
be got by changing it. And, furthermore, there is no reason 
for changing it, as the true character of the science is expressed 
in its very name. Many persons suppose that choc in Greek 
means a house, and that an Economist is the master of a house. 
But olkog in Greek has a much more extensive meaning than 
that of a house : it means Property, Estate, or substance of 
every description. Thus Homer, Odyssey II., 238, says: — 

Karioovji ptawg 
OJkov *OSvcrcr^og) roy S* ov/ciri (j>acri yiecrdui. 

They forcibly demur the substance of Ulysses^ who,, they- say, 
will newer reUirfi. 
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So, Od. IV. — Ejcrdisrai jXOt OIKOQ* 

My jyroperty is heiny devoured. 

So, Heroclot, IIL, 53 — Kai olkov rov Trarpog StapoprjOeyra. 

And the property of your father wasted away. 

So, Herodot, VIL, 224 — rov qIkov Tavra t'ov iiovrov eTridwice. 
Me gave him baclc^ too^ the lohole of his property. 

So, Demosthenes, against Aphohus,^ 833 , 24 — ohm 

ZiiddifTLOi fcal rpi’nXdcnoL yeyoyatn. 

Their fortimes have doubled and tripled. 

So, Lysias, against JEratosthenes — Tovg lotovg dlkovg ovroi 

€KT}]aayTo, 

These men increased their private fortunes. 

And in the (Economicns of Xenoplion, Socrates expressly 
points out the distinction between oLoc and oam, the latter 
being the house only, while the former was all a man^s property, 
or substance. 

So, Ammonius says — oJkoq Xeyerai r; Trdaa oho La. 
olkoc means all property. 

The woid olkoc was not only used by Greek wiiters to signify 
property of every description, but it was the technical term in 
Attic Law for the wliole of a man’s goods and chattels, or sub- 
stance or estate, of every description. Hence, if such property 
as shares in commercial companies, the funds, or copyright, had 
existed at that time, they would all have been classed as ohcog. 
Hence, Economics is an apt and fitting term to denote the 
Science which treats of the Exchanges of Property. 

The only change we propose to make — if indeed it can be 
called a change— is this: The science is in popular language 
called both “Political Economy,” and “ Economic Science,” or 
“ Economics.” How the first term is too much associated with 
politics in the popular apprehension; and indeed included all 
government as used by the Physiocrates. J. B. Say was the 
first who restricted Political Economy to Wealth. How it 
seems to us better to adopt that name which most clearly 
defines its nature and extent, and is most analogous to the names 
of similar sciences. Therefore we shall henceforth in this work, 
use the name of “ Economics ” exclusively, and discontinue that 
of Political Economy. 
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Tlie definition of the Science which we ofTcr is this ; — 

Economics is the Scknce which trenis of the Lows which 
govern the Ilelatlons of Mcchcuojeohle Quantities. 

This deiinilion appeals to state clearly and distinctly the 
nature and extent of the science, and to he fiee from the 
amhigiuties connected with tlic words Wealth and Yohic] and 
M. Michel Chevalier has done us the honour to say that he 
considers it the best definition of the science that has yet 
been proposed. 

58. We are happy to say that one of the latest and most 
distinguished Ameiican Economists takes exactly the same view 
of the subject. Professor Perry says — ^‘Political Economy is 
the science of exchanges, or, what is exactly equivalent, the 
science of value.” ^ So far as men satisfy their own wants 
by their own efforts without exchange, they stand outside the 
pale of this science. Under these circumstances the idea of 
Value could neither have birth or being, and, of course, there 
could be no such thing as a science of value.” ^ The only one 
which seems to the present writer to be exactly right, is the 
definition given by Archbishop Whately, namely, the science 
of exchanges. This definition or its precise equivalent, the 
science of value, gives a perfectly definite field to Political 
Economy. Wherever value goes this science goes, and where 
value stops this science stops. Political Economy is the science 
of value, and of nothing else.” This definition is drawing to 
itself the most recent investigators in France, England, and 
America; and the scientific development of it has already put 
political economy into a new and better posture.” ^ 

59. Adopting, then, this conception of the Science of Eco- 
nomics which we have clearly shewn to be the mere generaliza- 
tion of the idea of the two preceding schools of Economists, and 
wdiich must commend itself to every one accustomed to the study 
of other sciences, we have a distinct body of phenomena all 
based upon a single idea, and therefore fitted to form a great 
demonstrative science of the same rank as Mechanics or Optics, 

2 Elements of Fohtiad Ecommy, By Artlmr Latham Ferry, Fwfessor of 
Pohiwal Economy in Williams OoUeye, Mass , p 1 
^ Ihid , p. S8 ^ Ihid , p 41 


^ Ibid , p 27 
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or any other Physical Science. Another great body of par- 
ticulars won from the vague, floating, and uncertain mass of 
knowledge, is fixed and circumsciibed by a single conception, 
and formed into a great Inductive Science, whose investigations 
must be governed by the same general prmci2>les of Inductive 
Logic, as others are, and yet will be found to contribute its 
quota to Inductive Logic, bearing a general similarity to its 
sister sciences, and yet with peculiarities of its own, 

Facies non omnibus iina, 

Ncc diversa tamen , qualcs decet esse soronim 

And as quantities of such divers natures as men, cattle of all 
sorts, the wind, gravity, gunpowder, steam, t%c., all come 
under the science of Mechanics, because they all exert force^ 
whose efiects can be measured numerically, and mechanics 
regards them simply as forces, wholly iiiespective of any oilier 
qualities they may possess; so we see how (piantitics of such 
divers natures as money, houses, lands, delits, men, copyrights, 
cattle, the funds, the sciences, clotlies, labour, and rights of 
all sorts, are all included in the science of Economics, because 
they all have tlie quality of exchangeability, and Economics 
regards them in lespect of this quality alone, wholly irrespective 
of any other qualities they may possess. Thus we see the 
true field of the Science: an Economist is one who reasons 
about the Laws of Value. It has often happened in many 
countries that in cases of a great scarcity of corn, the govern- 
ment has imported corn with the benevolent intention of 
lowering its price, and making it more plentiful. But tlie eflect 
has usually been to make it more seaice and dear. Tiiis shews 
that they did not correctly understand the laws of Economics. 
And this also shews how it is a Physical Mural Science, because 
its laws are obtained by observing the snores — the i'lBi ] — of men, 
and its efiects are shewn by the numerical amounts in wEich 
the several quantities will exchange with each other. 

It is also seen what questions are beyond its limits. Nothing 
can be more vague and ill defined than the popular notions of 
what is, and what is not an Economic question. Thus, when 
the Legislature recently passed an act to give tenants m Ireland 
certain rights which they had not before, many of its op}>oiients 
set up a cry that this was against the laws of Political Economy. 
The answer is that it was not a question of Economics at ail, 
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but of Morality. It was a pure question of Morality and Jus- 
tice whetlier the tenants should have these lights or not ; it did 
not become a question of Economics until these rights were 
brought into commerce, or exchanged. 

The pure science of Economics is therefore capable of rigorous 
mathematical demonstration, and it is better to appro] naate the 
name to a subject which is of universal application. But there 
are several subjects closely allied to it which we shall have to 
consider, such as Taxation, Poor Laws, Colonization, Population, 
&C.5 which we may call mixed Economics and Morals. The 
sum raised by taxation is the sum paid by the community for 
certain services done to the State. But /mtc that sum should 
be raised, and who should pay it, is very much a question of 
Morals — of opinion and argument — and not a question of demon- 
stration. But so far as Taxation atfects the values of quantities, 
it is a question of Economics. It is also a question of Morals 
whether there should be a Poor Law or not; but how Poor 
rates affect the Value of Labour, is a question of Economics. 
And so on of the other cognate subjects. So the questions of 
inheritance and bequest are, projierly speaking, social or moral 
subjects; all these are, in many respects, uncertain and variable, 
and greatly dependent on particular circumstances. It is not 
possible to arrive at absolute, universal, demonstrative truth in 
them. 


60 . Hence we see the fundamental distinction between a 
Socialistic and an Economic state of society. A Socialistic state 
of society is expressly devised for the ])urpose of abolishing 
private property and free exchanges, and thus extinguishing the 
notion of Value. An Economic state of society is where the 
right of private property exists, and where free exchanges are 
allowed, and the very object of Economic Science is to discover 
the laws which govern these exchanges. It is so notorious that 
the science of Political Economy is founded on the conception 
of private property and free exchanges that it is well known that 
the Socialists have declared a most deadly war against it, and 
when they got the upper hand for a short time in Paris the first 
thing they did was to abolish all the chairs of Political Economy 
in the country. 
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61. From the preceding remarks, it may appear that the 
science we are about to treat of is insignificant. It has nothing 
to boast so striking to the imagination as the triumphs of the 
astronomer or the chemist. But it is not too much to say that 
it IS moie intimately connected with human happiness and well- 
being than all other sciences put together. The astronomer’s 
field of fame lies in the cold regions of space. We may be 
amazed, almost awe-struck, with the powers of the human in- 
tellect, which by a few mysterious symbols on paper, detected 
the existence, and fixed the })Osition, of an undiscovered planet. 
These truly are marvellous triumphs. But we are not aware 
that they have had any infiuence on human aftahs. Beyond the 
satisfiiction of philoso})hic truth, we arc not aware that it matters 
an} thing to the piosperity of nations, whether the Ptolemaic or 
the Newtonian theoiy*, whether the Emission or the Wave theory 
be the victor. The astronomer may dazzle the intellect, but in 
his lone icy grandeur he is fiir beyoml the reach of human 
sympatliy. But the illustrious man who discovered tlie palpable 
truth, that In commtrce both sides must r/ain^ operated a revolu- 
tion in puldic o])mion, and in national policy which directly 
affects the lia[)})iness of every human being, and for ever removed 
a perennial source of war from the world. Ecionomics is essen- 
tially a science of human intciest; it performs among sciences 
what the Roman poet, in lliose world-famous lines, asserted to 
be the peculiar function of his countrymen among nations: — 
Excudent alii spiiantia inollius jera, 

Credo equidem, vivos ducent de marmore voltiis; 

Oraliiuii causas melius, coeliqne raeatus 
De&ciibent ladio. et suigeiitia sidera dicent; 

Til legeie impel lo iiopiilos, Romaue, memento, 
fim tibi erimt artes, pacisque imponere nioiem, 

Parcere sulqectis, et delielLire supeibos. 

If war is the greatest curse of mankind, Economics is its 
most powerful antagonist. If tyrannical monopolies in trade 
are among the greatest social curses, Economics is their most 
effectual destroyer. When its consequences are clearly appre- 
hended and its doctrines have won their way to universal 
acceptance, they will go fiir to convert the world from a 
slaughter-house and a shambles into a garden of plenty and 
abundance. What a humiliation for the pride of the human 
intellect to discover that for six generations the wisest states- 
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meiij tlie most experieiiced merchants, and the most enlightened 
nations wore enthralled by a }>hrase, under whose iiitluence 
every nation was armed against every other, and the most 
powerful states brought to ruin, and misery and desolation 
visited upon every fireside in Europe — and when true Eco- 
nomics examined this expression it was found to be a chima3ra 
and a delusion ! Amid this universal insanity and desolation 
the Genius of Economics rose with healing on its wings to 
minister the only remedy which could restore prosperity to the 
world. One unhappy phrase was the pregnant source of all 
this woe, the magic of another phrase alone assuaged it. There 
is not a single false doctrine in Economics wdiich has not been 
the cause of immense calamities to mankind. What terrible 
sufferings have been caused by false theories of Credit ! Erro- 
neous notions on Value have ruined the prosperity of many 
trades, broken up and scattered thousands and thousands of 
happy homes, and brought their inmates to the gaol, the work- 
house, and the grave. NTo doubt the progress of sound ideas is 
slow; centuries, perhaps, may elapse before they produce their 
full effects. But they have now an irrevocable hold on the 
opinions of mankind. The laws of Economics are now demon- 
stratively settled. It was not uncertain caprice that made 
England adopt the principles of Free Trade, but scientific truth. 
The progress may be slow, but it is irreversible ; no one dreams 
that England will ever again go back to her foimer errors. 
Scientific reasoning and practical success equally combine to 
insure the ultimate triumph of these principles. True Economics 
is the surest source of the prosperity of nations, and the most 
powerful agent to subdue barbarism, and to humanise mankind. 
More than all other causes put together, it will help to accelerate 
the period when the roar of the cannon shall be heard no more, 
and the sabre sbaU rust in its scabbard. When it is clearly seen 
that the interests of all mankind are bound up in peace, and 
that every nation is interested in the prosperity of its 
neighbours, and that the misfortunes of one nation are injurious 
to the interests of every other, then it may be hoped that 
the war clouds will cease to lower on the horizon. 


Placatumque nitet diffuso liimhie ccelum. 
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OF THE GEFERAL COFCEPTIOFS OF ECOFOMICS. 

Wealth — Peopeety — Value — Money, Cueeenoy, Ceedit, 

ClECULATINO MEBIUI^r, ClEC ELATION — PeICE, DlSCOUNTj 

Inteeest — Rate of Inteeest, Rate op Feoftt — Secuei- 
TIES POE Money anb Cona-eetible Secueities — Capital, 
Fixed and Floating — Peoduction and Consuiviption, 
Supply and Demand — Ceetain Peeliminaey Peoposi- 

TIONS. 

1. Ill the ])receding cliaptor we have given an account of 
the historical [)rogress of Ideas as to the nature and objects of 
Economic Science: and we found an absolute unanimity of 
agreennait among ancient and modern writers that the single 
general quality of tilings winch renders them Wealth is exchange- 
ability. If, then, it be agreed that Economics is the science of 
things so far as regards their being Wealth, it can be nothing 
else than tlie science of them so far as regards their Exchange- 
able Relations. 

Having thus determined the general conception of the science 
itself, our next duty is to fix its general conceptions. And in 
ascertaining these, we shall follow exactly the same general 
course as we did with respect to the science itself. We shall 
examine the definitions gh^en hy the ])rincipal wrilers, and search 
for that single general idea only, which eacli general conception 
must involve, in accordance with the canons laid down already. 

^^Most of the definitions in common use are involved and 
complex, and a comhination of several ideas. Our duty will he 
to resolve these into their separate ideas, and by means of 
Inductive Logic discover which is tlie single true general idea, 
and eliminate all tlie other accidental and iiitriisi\e ideas. As 
Beccaria observed long ago, the only way to airivc at grand 
and universal principles and to discover the true relations of 
things is to decompose hy analysis ili-coiiihined ideas.^ 

^ Dll disordiiie drllr Jlontle nello Stata di MilanQ. 
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The early stages of every physical science are full of similar 
discussions^ and it is because their cultivators saw the absolute 
necessity of such a course that the sciences have reached such a 
state of perfeotioiij and it is simply because the cultivators of 
Economics have systematically neglected this indispensable 
labour that Economics at the present day presents such a 
melancholy aspect, when there are scaicely two Economists 
who agree on any point whatever in the science, and the woi ks 
of the highest reputation are filled with the most extraordinary 
self-contradictions. 

We wish once for all to say that it is from no love of logo- 
machy or controversy that we enter upon these discussions, but 
as a matter of absolute necessity for the advancement of scien- 
tific truth. If we had followed our own wishes only, we should 
have contented ourselves with a simple exposition of our own 
conceptions, and left them to make their own way. But when 
so many and divers ones are used in works of extensive circula- 
tion we thought that we could not avoid the necessity of 
examining them and pointing out their imperfections. 

The performance of this may seem to savour too much of 
metaphysics, but it is of the deepest practical importance. 
Speaking of the definition of Wealth, Whately says^ — It 
were well if the ambiguities of this word had done no more 
than puzzle philosophers. One of them gave birth to the 
Mercantile System ^ The results have been fraud, punish- 
ment, and poverty at home, and discord and war without. ^ 
It has for centuries done more, and perhaps for centuries to 
come will do more, to retard the improvement of Europe than 
all other causes put together.” No well-informed person can 
deny the truth of this, and therefore it may probably be 
admitted that it is worth while to give a little trouble to fix the 
meaning of the word. 

Most persons engaged in practical business are morbidly 
averse to such discussions. But their fortunes may depend upon 
them. The Bank Act of 1844, one of the most important 
practical acts in the Statute book, is expressely founded on a 
peculiar definition of the word Currency, and is designed for the 
purpose of carrying into effect a particular theory of Currency* 
At certain periods of commercial crisis, the whole fabric of 
1 Aj^endix to Logic. 
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British coniinei'ce is menaced witli ruin on account of a peculiar 
dehiiiLon of currency, and a particular theory of currency. 

jNiow tl'io views of the jjcisons who differ on the meaning of 
the word Currency, on Avliich such impoitant conser|uences 
depend, are w^ell known. They can be stated in a very short 
coni})ass indeed. And it is perfectly easy for any properly 
C|iialii]ed person to pionoiince an absolute jiulginont upon tlieni. 
Any coinmereial lawyer, and any Court of Cuiniiion Lavr, op 
hearing a statement of the views of each paity, would decide 
in a minute which was right. The Laws of Inductive Logic 
point out with ceriairily which side is light. Is it not worlh 
while then to devute a little time and tioulde to determiiu. a 
point of such enormous ijractical importajice V and Avhicli u ill be 
a constant source of annoyance ami wmiry until it is seUled 
In the course of tins wmrk it will be shewn wh.it iinuiense 
practical consequences depend ii})on line meaning of the oilier 
definitions in the science. 

It is indeed sometimes supposed that as tlie gencjul terms of 
Ecoiiomu'nS aie taken iVom common discouise, it is not po"*si]>le 
to give them ns ]ircciso and definite a meaning ns the teciiincai 
terms in Physical Science. But this is a great erior In almost 
all the Physical Sciences a con^idei able numiru' of the teclmical 
terms are taken from common diseour.Ne, but men of sifu'iice 
saw the necessity of seleAing, detining, and living the meaning 
of the ‘WOid to be used in that science, J^fany words aie used 
in seveial different scjence-^, but with a diiTeientj d>stinct, and 
technical meaning in each stienee. Tliere is, therefore, notlnng 
peculiar ill the fact tlmt the te<‘hiiieal teiins in E(‘unoniics aie 
taken from common di'^couise, and tlieie is no peculiar difficuity 
ill deiiiiiiig and fixing them in a sense siula])le for the science of 
Economics. The sole condition is that the same plnio-ojkicai 
methods of selecting the signification they are to bear, be 
followed as have already been emplo\ed in other sci<‘n(‘c.^.. 

^The Fhifsh)erL^k Fi/uilth .k of BA. /A. 

2. The Physiocrates held that all things necessary for the 
preservation and comfiwt of the human r:ae are products of 
the earth, Tiiose products which the piuducvis comuimetl them, 
selves they C 2 ihed hknt\ but the products which the producers 
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excliaiaged, they called Wealth. Thus, Bandeau says Use- 
ful and agreeable objects proper for our enjoyment, aie called 
(Mens ) goods, because they conduce to the preservation, the 
propagation, and the well-being of mankind on the earth. 

But sometimes these goods are not wealth, because they 
cannot be exchanged for other goods, or be used to procure 
other enjoyments. Tbe products of nature, or the works of 
art, the most necessary or the most agreeable, cease to be 
Wealth when you lose the power of exchanging them, and of 
procuring other enjoyments by means of this exchange. One 
hundred thousand ieet of the most beautiful oak in the world, 
would not be Wealth to you in the interior of Uorth America, 
where you could not divest yourself of its possession by means 
of an exchange. 

The title of Wealthy therefore, supposes two things : first, 
useful qualities which renders the objects useful and agreeable, 
and fit for an enjoyment, which renders them {hiens) goods ; 
secondly, the possibility of exchanging them, which enables 
these goods to procure you others, which constitutes them 
Wealth. 

This possibility of exchange supposes that there are other 
goods for which they can be exchanged.” 

So Quesnay says‘^ — ^^We must distinguish between goods 
(Mens) which have value in use, and not value in exchange, and 
Wealth which has both value in use and value in exchange. 
For instance, the savages in Louisiana enjoy many goods, 

such as wood, game, the fruits of the earth, &c., which are not 
Wealth, because tliey have no value in exchange. But since 
some kinds of commerce have been established between them 
and the French, the English, and the Spaniards^ &c , part of 
these hiens have acquired a value in exchange, and are become 
Wealth.” 

So also Le Trosne says ® “ Man is surrounded by wants 
which are renewed everyday. * Whatever they are, it is 
only from the earth that he can draw the means of supplying 
them. This physical truth that the earth is the source of all 
Mens^ is so self-evident, that no one can doubt it. ^ ^ But 

i Introduction a la PMlosophe Economqve, Oh. Z, 4 6 
Maximes OeneraUs du Gourernement Max 18 Hole. 
f>e Vinfercsf sonale^ Ch Z, ^ 1, 2, 3, 4, 
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it is not sufficient to estimate products by their useful qualities, 
we must consider the property they have of being exchanged 
against each other. '•* Products acquire therefore in a state 
of society a new quality, which springs from the communication 
of men with each otlier : this quality is Yalnej which makes 
the products become Wealthy and so there is nothing su23erfliioiis, 
because the excess becomes the means to obtain what one 
wants. 

“ Value consists in the relation of exchange, which exists 
between such and such 2 >roducts. ^ In a word, the quality 
of Wealth supposes not only a useful property, but also the 
230ssibility of exchange, because value is nothing but the 
relation of exchangee. The eaith in truth only gives 
products, wiiich have the jihysical qualities to satisfy our 
wants : it is exchange which gives them Yalue ; a quality 
relative and accidental. But as it is the i^rodiiets themselves 
whicli are the sole matter of exchange, it follows that we can 
say with truth that it is the earth winch produces not only 
all hiens^ hut all Wealth * 

Thus we see that the Physiocrate Defniiion of Wealth wxas 
perfectly clear and intelligible: it was the products of the 
Eaith which are broiiglit into commerce, or wdiicli are exchanged. 
It wms also their fundamental dogma that the Earth is the only 
somx*e of Wealth, because as xvas rejieated by a multitude of 
writers, man can create nothing, and hTotliing can come out of 
Nothing. 

On Adara Definition of Wealth. 

S. Smith entitles bis work, An Dapdry vifo the Watarc and 
Causes of the Wealth of Wations^ but he does not commence 
by giving any clear deilnitlon of what he means by Wealth. 

There was, however, an exjiression which was in very com- 
mon u<5!e by the Economists of all countries at this period which 
he seems to have adopted. He sa}s in the introduction — ‘^The 
real wealth, the annual ^iroduce of tlie land and labour of the 
Society,’’ and from the number of limes this 2 >hrase is repeated 
throughout the work, ive shall probably not be far -wrong, if -we 
consider that as the nearest idea of wdiat he meant. 

Nowq 013 examining tliis phrase it is very evident that it is 

De ISvitemt sonah, % 10 
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ainliigiions. It is not clear whetlier lie means tlie aniinni piat- 
clnce of tlie land alone, and the produce of labour alone, or 
tbe })rodiice of land and labom combined. It is pro]>a])le lie 
meant Ibo latter. 

Whicliever Tray tlie expression be intei preted, ic is manifesi 
that it is far too wide; because if it be laid down absolutely that 
the produce of land and labour, either separately or eonibined, is 
wealtlp then every useless product of tbe earth is wealth, as well 
as the most useful, the tares as well as the wheat So also e\ ei y 
u^^eless work done would he wealth Thus if a number of 
labourers were to laise a mound on Salisbury Plain or to build 
a iialace in the middle of the Sahara, tliat would be wealth • so 
also children’s mud pies would be wealth. In fact tlie error of 
the definition in respect of excess, is so manifest that it requires 
no finther illustration or arguments to shew it. 

On the other band tbe definition is far too narrow, for Smith 
himself acknowledges things to be wealtli, which are certainly 
not the “ anriial ])iO(lucc of land and labour.” Thus in B. II. c. 1, 
under the head of Fixed Ca}>itai he enumerates The acquired 
and useful abilities of all the inhabitants, or members of the 
society The acipiisition of such talents, by the maintenance of 
tlie acquirer dm mg bis education, study, or a]>prenticeship always 
costs a real expense, which is a capital fixed and realised as it 
were in his person. These talents as they make a part of his 
fortune, so do they likewise of that of the society to which he 
belongs ” Thus we see that Smith expressly includes talents 
and abilities as wealth ; or as they are freipiently called by more 
recent writers moral or immaterial wealth. Now intellectual 
qualities are certainly not the jirodnce of land, nor are they pro- 
dcice of bud and labour eombined. It maybe said that acqmredk 
abilities are the produce of labour, but certainly natural abilities ^ 
are not tbe produce of labour. And thus Smith’s definition is ^ 
shewn to lie too narrow by his own book. 

There are besides many other things which every one will 
admit to be ^bveallb” which are clearly not the ^kanniial produce 
of land and labour.” 

Tims tlie land itself upon wliich a city is built is wealth to the 
possessor of it. But the land itself is not the annual produce 
of kiul and labour.” 

Timber trees which never had any labour bestowed upon them ^ 
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lit allj become of great value wbui a country bocoiues peopled. 
These timber trees are certamly not tlie piodiice of liiiul and 
iaboiii-j” nor can cattle be propeily called tbe '' produce of land 
and labour.'^ It is evidently quite mcoriect to say that cattle 
and trees, and domestic animals of all sorts are the produce of 
land and labour.” Lalioui may be employed in tending animals : 
but ceitainly cattle anel trees are not the of labour. 

Hence besides certain mateiial piodiicts admiltei to be weaUh 
which maybe con ectly described as the ^Hanniial produce of 
Lind and laboiii,” we find large quantities of material products 
which are manifestly wealth, winch cannot be correctly described 
as the ‘^annual pioduce of land and labour,” and wm have 
observed that theie are two distinct kinds of wmalth, material or 
corporeal, and immaterial. 

But Smith acknowledges a ililrd species of "WeaUli of a dif- 
ferent nature from the other tvvo In B II , c 2. : On Metallic 
and Paper Money,” he says that if to a chculatmg s}>ecie of one 
million of specie, banks and hankers add a million of bank notes, 
reseiving two bundled thousand in sjjecie to meet demands, 
“there w'ould remain, theiefoie, in ciiciilation eight himdied 
thousand pounds m gold and silver, and a iuillioii of hank notes, 
or eighteen hundred thousand pounds of paper and money to- 
gether.” And under the head of capiial lie expressly incluclos 
])aper currency of all sorts, Motes, Bills, c%c. Mow, we see by 
these passages, that Smith fully recognizes the fact that these 
bank notes are Exchangeable Projierty. He puts the million of 
notes on exactly the same footing us gold and silver. He admits 
that bankers by isbuing this miliion of notes aug)nent the mass 
of exchangeable propeity by that amoiiiit. Mo\v, wdiat are these 
bank notes ? They are simply so many circulating debts. They 
cure a species of property which is also called Cuedit, wdiose 
nature we shall have to investigate at great length hereafter. 

These circulating debts are the Megative Economic Quantities, 
'ivhich we s})oke of in the last chapter. All that tve wish to 
observe here is that Smith puts paper money exactly on the 
same footing as so much money, and he admits that the 
creation of these debts is an increase of the mass of other 
exchangeable property. 

Mow this Credit, or Debt, is certainly not [he “annual produce 
of land and labour.” 
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Hence we see that Smith classes services, or labour, and credit 
under the title of Wealth, which the Physiocrates did not, and 
thus he completely overthrew the Physiocrate dogma that the 
Earth is the source of all wealth. 

This thiid species of wealth includes many other kinds of 
enormous magnitude, which it will be nioie convenient to 
enumerate hereafter. 

Hence we see that Smith's definition of wealth — assuming 
that we have interpreted him correctly — entirely fails ; it is at 
once far too wide and far too narrow. It includes a mass of 
things which can by no possibility be called wealth ; and it 
excludes tlie immensely greater portion of what Smith himself 
admits to be wealth. 

Such a definition of Wealth is open to another serious objec- 
tion, which is patent from his own work. For if it be laid 
down absolutely that the “produce of land and labour” is 
wealth, it clearly follows that if anything he produced by land 
and labour, it must be wealth at all times, and in all places : 
that what IS once wealth must always be wealth. But universal 
experience shews that such a doctrine is utterly erroneous. 

But Smith after saying m innumerable jfiaces that the “ annual 
produce of land and labour” is wealth, says, B. IL, c. 2.: “A 
guinea [which may be called the produce of land and labour] 
may be considered as a bill for a certain quantity of neoessaifies 
and conveniences upon all the tradesmen in the neighbourhood. 
The revenue of the person to whom it is paid, does not so pro- 
perly consist in the piece of gold, as in what he can get for it, 
or in what he can exchange it for. If it cmld he exchanged 
for nothing^ it would^ lihe a hill upon a hanhrapt^ he of no more 
value than the most useless piece of paper! 

We thus see the incongruity of Smith’s conceptions of the 
very fundamental word in the whole science. He first tells us, 
in a multitude of places that wealth is the “ annual produce of 
land and labour,” then afterwards he says that unless it is^ 
exchangeable it is not wealth. So far, however, he makes 
Labour and Materiality necessary to wealth. But he then 
classes intellectual qualities as wealth, in which there is certainly 
no Materiality, though they may, in some cases, be connected ^ 
with Labour. And after that, he classes Credit as wealth in i 
which there is neither Mateiiality nor Labour. JNoWj it is mani- ^ 
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fest that the two fundamental conceptions^ “ annual produce of 
land and labour,” and exchangeability,” do not coincide ; for 
we may have the produce of land and labour which is not 
exchangeable, and theie are stupendous masses of exchangeable 
pioperty — nay, in this commercial country enormously the 
greater portion — which is in no w^ay whatever the produce of 
land and labour. 

It would be far too tedious to investigate separately every 
writer’s definition of Wealth To investigate Smith’s fully was 
due to the reputation of the Wealth of JSFations. But the real 
points in debate are wdiether such things as services, labour, 
and the sciences, and also such properties as Credit, the Funds, 
Copyrights, and similar property are to be included under the 
title of Wealth. The better w'ay will be to examine the opinions 
of some of tlie principal writers on each of these points separately 
and then to state the reasons which decide the question. 

4. The earliest definition of Wealth that wm are aware of 
is that given by Aristotle, Nicomac, Mines B. V., c. 1 

Xpi]iJ,aTa 6s Xiyofusi^ rrayra, 0 (tu)i> fj a^la vaj^iifTijiaTL fxerpe^rai. 

And ive call Wealth emnjthing lohose value is measured hy 
money. 

Or rather we may say everything which is exchangeable, 
money itself being an exchangeable quantity. 

Kow it is evident that the generality of this definition in- 
cludes both of the two latter species of quantities we have 
mentioned above : because a person’s labour or services may be 
measured in money; and also Debts, Copyiights, the Funds, 
and all that class of Property, may be bought and sold for 
money. 


On Immaterial Wealth. 

5. The subject of Wealth is discussed in one of the earliest 
Economic Treatises in existence. It is a remarkable dialogue 
named the Eryxias. It is often printed along with Plato, and 
is one of the three usually attributed to iEschines Socraticiis, 
which, however are all declared to be spurious by critics. The 
learned Master of Trinity College, Cambridge, thinks that this 
dialogue may not improbably belong to the early Peripatetic 
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period. This dialogue is but very little kuov'ii, and as it <liS" 
cusses a question wlucli is at the veiy root of Economics, wc 
sliall give a pi city full extract from it. 

The scene is hud on the letiirn of the ambassadois to Sicily, 
who, discoursing on tlie subject with Sociates, mention that 
they had seen the Aveulthiest man in Sicily. This leads Socrates 
to discuss the nature of Wealth. After some preliminary dis- 
cussion, Socrates says, § 23 : — 

*^‘It now remains to be considered what v/oaltli itself is ; for^ 
unless you know this first, you will not be able to agree whether 
it is a good or an evil. And I am ready to look into the matter 
with you as far as I am able. Let him, therefore, who says tliat 
wealth IS a good thing, say what he thinks about it. 

^ryx . — But I do not, Socrates, define wealth in any clilFerent 
way from what others do. For I think that to be wealthy means 
to possess many good things (xp^ara) ; and I think that Critias, 
he^'o, does not think that wealth is anything else. 

“ Soc )\ — And still it remains to be considered what are goods 
(xpj/fiara), that wc may not again hereafter seem to differ on 
the point. For instance, the Carthaginians use such money 
(j'o/no-ga) as this : in a small hit of leather is enclosed some- 
thing as huge as a stater: but vhat the thing is, which is 
wrap]/cd up, nobody knows except the makeis. Tlien, when it 
is sealed up, they use it as money. And he who possesses the 
most of this, seems to possess the most good tilings (xpi/fiara) 
and to be the wealthiest person. But if any one among us 
p( assessed the greatest quantity of tliis, he would not seem to 
he any richer than if lie possessed so many pebbles from the 
hill. ^Vnd id Lacode'eraon a piece of iron is used as money, and 
this, too, useless iron. And he who possesses a great quantity 
of this iron is esteemed wealthy, but anywhere else its possession 
is worth nothing. And in AUthiopia they use carved pebbles, 
which a Laconian could make no use of. But among the 
nomacle Scytliians, if any one possessed the house of Polytioii, 
he would not be thought any the more wealthy than if any one 
with us possessed Lycabettus. It is plain, therefore, that neither 
of these things can be wealth (KTjJ/xara), if those who possess 
them are none the richer on that account. But there are some 
persons to whom each of these things is wealth {xgniiara)^ and 
those who possess them are wealthy; and to others they are 






Tiot wealth, and they are not richer for possessing them. Just 
as the same things are not good or base to all persons, but 
difTerent to different persons. But if we wish to consider why, 
among the Scythians, a house is not wealth, but it is to ns ; or 
why skins are wealth among the Carthaginians, but not with us; 
or why iron is wealtli to the Lacediemonians, and not to us; 
shall we not best discover the reason thus ? For instance, if 
any one at Athens happened to possess a thousand talents’ 
weight of the stones in the market place, of which we make 
no use, would he be thought wealthier on that account? 

Eryx, — I think not. 

8oci\ — But if he possessed a thousand talents of the stone 
Lychnite, should we say that he was very wealthy ? 

Eryx, — Certainly. 

8oa \ — Is it not for this reason, that the one is useful to 
us, and the other useless? 

Eryx — Certainly. 

“ Socr . — Therefore that is the reason why houses are not 
wealth among the Scythians, because they have no need of 
a house. Nor would any Scythian prefer to have a house, 
however beautiful it might be, rather than a sheejiskin cloak, 
because the latter is useful to him, and the other useless. So, 
again, we do not think tliat the Carthaginian money is wealth 
to us, for we can buy nothing that we want with it, as we 
can with silver, so that it is useless to us. 

Eryx. — So it seems. 

Socr. — ^^Yhatever therefore is useful to us is wealth 
(xp/ipara) ; wliatevcr is not useful to us is not wealth. 

Eryx. — How is this, Socrates ? Is tliere not something we 
use in conversing with one another, and in injuring each other, 
and many other things? Are these things wealth to us? And 
yet they seem to be useful. Not even yet has it seemed clear to 
us what wealth is. For nearly all of us agree that to he wealth, 
it must be something useful : but what kind of useful things ? 
Since it is not every kind of useful thing that is wealth. 

^^Soer. — Come, then, shall we not rather discover what we 
are seeking, if we investigate the question in this way : — What 
is that for which we use wealth, and for what object has the 
possession of wealth been discovered, as drugs to drive away 
diseases ? Perhaps this may make it clearer. It appears, there 
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fore, necessary for a thing to be -wealth, that it must also be 
useful. And of useful things, there is a certain s]>eclcs which 
we call wealth. It remains to inquire for what kind of use are 
the things called wealth to be used; for all things are to be 
called useful, which we use for any purpose. As all things 
which hare life, are living beings But there is a certain race 
of living beings which we call man. But if any one were to 
ask ns what is that thing, \vhich if we were free from, we should 
not require the physician’s art, or its instruments, should w^e be 
able to say if diseases should leave our bodies, or did not at all 
exist, or if existing, were immediately driven away ? It is clear 
that medicine is the science which is useful to lemove diseases. 
Again, if any one should ask us what is that thing which, if it 
were removed, w^e should have no need of wealth, should we 
be able to say? If not, let us look into the matter again. 
Suppose a man could live without food or drink, and was 
neither hungry nor thirsty, is there any reason why he should 
want these things, or silver, or anything else, with which to 
purchase them? 

JEJri/x , — I think not. 

Soa \ — And is this not true of other things ? If we did not 
require for the service of the body what we do want now, both 
heat and cold sometimes, and other things besides, which the 
body requires, those things which we now call wealth would 
not be wanted by us. This wmuld be so, at least, if no one 
wanted any of those things, for the sake of which we desire to 
have wealth : so that we had sufficient of what we daily 
require for the desires and wants of the body. If, then, the use 
of wealth is to minister to the wants of the body, if these 
wants were taken away, we should have no use for wealth, 
perhaps, indeed, there would be no such thing as wealth at all. 

Eryx , — So it seems. 

Socr , — It appears, then, to us, it seems, that those things 
which are useful to this purpose are wealth. But what are 
these kind of things? Can we say that the same thing is 
useful for the same purpose at one time, and useless at another ? 

should not say so. But if we want the same thing 
for the same purpose, it seems to me to be useful And if not 
so, not so. 

Therefore if we could cast a brazen statue without 
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firej we should not want fire for this purpose. And if we did 
not require it, it would be of no use to us. And the same 
aigiiment holds good with regard to other things. 

— It seems so 

— Therefore of those things which any thing else can 
be done without, none appear to be useful, for this purpose 
at least. 

Mryx .^ — Certainly not. 

^^8ocr , — If therefore, we should be able without silver and 
gold, and similar things, (which we do not use for the purposes 
of the body like meat and drink, and clothes, and bedding, and 
houses,) to satisfy the wants of the body, so as no longer to 
want them, gold and silver and similar things do not appear to 
us to be wealth, so far as regards this at least, if we could do 
without them. 

^^Eryx — They would not. 

— These things would certainly not appear to us to be 
Wealth, if they were not useful : but those things would be 
wealth by means of which we could buy what is useful to us. 

Eryx. — 0, Socrates! I could never be persuaded to believe 
that gold and silver, and such things, are not wealth. For I 
am firmly persuaded that the things which are useless to us are 
not wealth, and that what is the most useful to us of ail things 
is wealth. Surely it cannot be said that these things are not 
useful for our existence, if we can buy necessaries with them. 

“8o€r. — Come, then, how shall we settle this matter ? Ai *0 
there certain persons who teach Music, or Grammar, or some 
other science, who in return for this obtain w^hat is necessary 
for them, as a lemimeiation for this instruction? 

^^Eryx , — Certainly there are, 

Socr — Therefore these men can purchase necessaries for 
themselves with this instruction, exchanging some of it for 
these things, as we do gold and silver. 

^^Eryx . — Certainly they can. 

^^Socr. — If, then, they gain by this means what they require 
for their living, this thing wmuld be useful towards their sub- 
sistence. For we have already said that silver is useful for the 
purpose of purchasing the necessaries of life. 

^^Eryx , — ^It is so. 

8ocr .^ — Therefore if these sciences are useful for this pur- 
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pose, do not they seem to ns to be Wealth, for the very same 
reason that gold and silver arc? And it is }haiii that those 
who possess them are licher, 

This dialogue is certainly one of the earliest known to exist 
on the subjectj and it contains some of the fundaineiital con- 
ceptions of Economics. The author saw cleaily that \alue con- 
sists in exchangeability, and that all value is local, that is to say 
that a thing may be wealth in one place, and among some people, 
and not wealth in other places, and among other people: and 
consequently that v/hatever possesses the quality of exchange- 
aliility is wealth, whatever its nature be, and however small the 
sphere of its exchangeability may be. The writer also clearly 
demonstrates that each of the professions and sciences is a 
great estate, which produces utilities -whicli are wealth to the 
possessors of them. That intellectual wealth is in fact part of 
the national capital. This doctiine is, as we have seen, ad- 
mitted by Smith, but it quite overt!) rows what appears to be 
liis fundamental definition of wealth. 

C. J. B. Say was the first writer in modern times 'who brought 
this doctrine forward wdth due promiuence. He says * : — 

w^ho has acquired a talent at the price of an annual 
-oacrificG, enjoys an accumulated capital, and this wealth, al- 
though immaterial, is nevertheless so little fictitious that he 
daily exchanges the exercise of his art for gold and silver.” 
In the E]>iiome at the end of the Tralti he defines an Im- 
material Product to be a utility, whicli is not fixed in any 
material substance, such as the services of a physician, a lawyer, 
a civil or military functionary, and, indeed, w^e may say labour 
of all soits, wdiich expires in the use. 

This doctrine Say subsequently repeats in several places. 
Thus he says Since it has been proved that immaterial 
property, such as talents, and acquired personal abilities, form 
an integral part of social wealth,” 

So again:^— You see, gentlemen, that utility, under what- 
ever form it presents itself, is the source of the value of things; 
and what may surprise you is, that this utility can be created, 
can have value, and become the subject of an exchange, without 
being incorporated in any material object. A manufacturer of 
J Ttaith^]} 34, ^ Cows d Econoraie mJ 

® Conrn^ Part /., c. 5. 
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glass places value in sand; a manufacturer of clotli places it in 
wool ; blit a physician sells us a utility without being incorpo- 
rated in any matter. This utility is truly the fiuit of his 
studies^ his labour^ and his capital. We buy it in buying hie 
opinion. It is a real product, but imniatenal.^’ — ‘^The science^ 
the talent of a physician, a surgeon, a professor, are not they 
acquired capital yielding a revenue? The oral ins traction they 
have received are yet not attached to any material product.” 

In Ills synoptical table^ of what constitutes the j)roducrivc 
funds of a nation, he expressly enumerates intellectual and in- 
dustrial faculties of aU sorts ; and he treats immaterial products 
and services as vendible commodities, m all respects on the 
same footing as material products. So also : ^ W e must include 
under capital many objects which have a value, altliough they 
are not mateiia]. The practice of an advocate, a notary, the 
custom of a shop, the reputation of a sign -board, tlie title of a 
periodical work, are undoubtedly property {hiens) : they may be 
bought and sold, and be tlie subject of a contract; and they are 
also capital, because they arc the fruit of accumulated labom. 
An advocate, by the wisdom of his advice, by his industry and 
other qualities, has made the public have a good opinion of his 
chambers : this good opinion gives him the right to higher fees. 
This excess of profit is the revenue of a capital entitled reputa- 
tion^ and this capital is the fruit of the care and pains the 
advocate has taken during many years.” 

It is true that Say has contradicted himself in other passages 
in tlie most extraordinary manner, which has given rise to all 
the confusion he has caused on the subject of Credit. But we 
must reserve the examination of this until a future chap ten 
All we wish to shew here is that Say includes intellectual 
qualities of all sorts under the title of Wealth, 

I. The last writer, we think it necessary to cite, is Senior. 
He says:^ — ‘Hf the question whether personal qualities are 
articles of wealth had been proposed in classical times, it would 
have appeared too clear for discussion. In Athens every one 
would have replied that they, in fact, constituted the whole 
value of an if.i-ipvxor opyarov. The only dilFereiices in this 

^ Oovrs, Tait / , c 8. ^ Oours, 2*ait IF, c 5, 

3 Political Economy^ p 10. 



142 


PRINCIPLES OF ECONOMICS 


LChaf JT. 


respect between a freeman and a slave are, first, that the 
freeman sells himself^ and only for a period, and to a certain 
extent; the slave may be sold by others and absolutely; and, 
secondly, that the personal qualities of the slave are a porlioii of 
the wealth of his master; those of the freeman, so far as they 
can he made the subjects of exchange, arc a part of Ins own 
wealth They perish indeed by bis death, and may be impaired 
or destroyed by disease, or rendered valueless by any changes 
in the customs of the country, which shall destroy the demand 
for his services ; but subject to these contingencies they are 
wealth, and wealth of the most valuable kind. The amount of 
revenue derived from their exercise in England far exceeds the 
rental of all the lands in Great Britain.” 

So also^ — ^^Even in our present state of chilization, which, 
high as it appears by comparison, is far short of what may 
easily be conceived, or even of what may confidently he expected, 
the INTE1.LECTUAL and Moual Capital of Great Britain far 
exceeds all her material capital, not only in importance but 
even in productiveness. The families that receive mere wages 
probably do not form a fourth of the community; and the 
comparatively larger amount of the wages even of these, is 
principally owing to the capital and skill with which their 
efforts are assisted and directed by the more educated members 
of the society. These who receive mere rent, even using that 
word in its largest sense, are still fewer: and the amount of 
rent, like that of wages, principally depends on the knowledge by 
which the gifts of nature are directed and employed. The bulk 
of the national revenue is profit; and of that profit the portion 
which is mere interest on material capital, probably does not 
amount to one-third. The rest is the result of personal capital, 
or in other words of education. 

It is not on the accidents of the soil, or climate, or the existing 
accumulation of the material instruments of production, biit 
on the quantity and the diffusion of this immaterial capital, that 
the wealth of a country depends. The climate, the soil, and the 
situation of Ireland have been described as superior, and cer- 
tainly are not much inferior to our own. Her poverty has been 
attributed to the want of material capital; but were Ireland 
now to exchange her native population for seven millions of our 
^ Political Economy^ l>. 1S4 



§ a] 


IMMATERIAL WEALTH 


143 


English north countrymen^ they would quickly create the capital 
that is wanted. And were England, North of Trent, to be 
peopled exclusively by a million of families from the west of 
Ireland, Lancashiie and Yorkshire would still more rapidly re- 
semble Connaught. Ireland is physically poor, because she is 
morally and intellectually poor. And while she continues im- 
ediicated, while the ignorance and violence of her population 
render peisons and property insecure, and prevent the accu- 
mulation, and prohibit the introduction of capita], legislative 
measures, intended solely and directly to relieve her poverty, 
may not indeed be ineffectual, for they may aggravate the dis- 
ease, the symptoms of which they are meant to palliate, but 
undoubtedly will be productive of no permanent benefit Know- 
ledge has been called poioer — it is far more certainly Wealth. 
Asia Minor, Syria, Egypt, and the northern coast of Africa, 
were once among the richest, and are now among tlie most 
miserable countries m the woild, simply because they have 
fallen into the hands of a people without a sufficiency of the 
immaterial sources of wealth to keep up the material ones.” 

8. The question, indeed, whether services are wealth ap- 
pears to us to be so clear that we can scarcely understand how 
any difficulty could be felt about it. But nevertheless diffi- 
culties have been felt and objections made to including such 
immaterial products under the title of wealth, and therefore it 
is necessary to cite the opinions we have done, and afterwards 
to examine the objections made against them. 

Under this division comes the whole of labour of all sorts, 
and all persons earning an income by professions and employ- 
ments of all sorts. It is evident that they give a certain amount 
of exertion, and receive in return for it payment. Their 
seinices, therefore, are of the same value to them as any 
material product. They ai*e the subjects of taxation, and they 
contribute to the national revenue, just as much as if they wmre 
farmers or merchants. 

Smith says that a man is rich or poor according as he can 
command the necessaries, conveniences, and enjoyments of life. 
It is evident, therefore, that those who can supply those en- 
joyments” and are paid for it, are producers of wealth as much 
as the producers of material products. 
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Of Incori^orutl Proiyerty^ or VOvalth, 

9. Wo no^Y come to the last species of Excliaiigeahle Qiinn 
titles, of which Bank Is^otes and Bills of EYchaiigo, included 
by Smith under the title of Capital, are the type — namely, 
abstract rights, wliolly seimrated from any material substance. 
Now Proiierly (lies) in Roman Law, and in every systian of 
Law is divided into Corporeal and TncorporcaL Thus it is said 
in the Institutes of Justinian, L. IL, t 2 : i^Ioreover some 
things (Iles\ or Property, are Corporeal and othcis Incorporeal. 
Things Corporeal are those which, by their nature, can bo 
touched, such as land, a slave, clothes, gold, silver, and other 
things innumerable. Things Incoiporeai are those which cannot 
be touched, such as those which consist in nieie riglits, as an 
inheritance, a usufruct, uses, and all obligations ho^yever con- 
tracted. Nor is it any objection that Corporeal things are con- 
tained in an inheritance ; for fruits also which are gathered 
from land are corporeal; and that which is due on an obligation 
is usually corporeal, as land, a slaye, money : but the right of 
inheritance, and the light of using and enjoying, and the right 
of the obligation are incorporeal.” 

Now this Incorporeal Property, which was comparatively 
very small in ancient times, and even in Smith’s time, was 
probably far inferior in magnitude to Corporeal Property, has 
since then assumed a gigantic development, and now exceeds 
many times the amount of Corporeal Property. It includes all 
such property as Bank Notes, Bills of Exchange, and other 
forms of Credit, Public Debts, Shares in Commercial Com- 
panies, Copyrights, Patents, the Practice of a Professional man, 
the Groodwill of a business, all species of Annuities, Tolls, 
Perries, Advowsons, &c. 

All this stupendous mass of Incorporeal Property is ex- 
pressly classed under the title of Wealth in Roman Law, and 
in every system of Law, because it can all be bought and sold. 

So says Ulpian^: — “Ea enim res est, quie emi et venire 
potest. 

M>r that is Wealth which may he bought and sold 

All species of Property, whether Corporeal or Incorporeal 
were classed under Besf ^‘JBonaf or Pemnia^^ in the 
^ Lih^r 84 , ad Edict. 
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Pandects of Justinian, or under TTpayfuara — goods and chattels, 
or ypiipLara — wealth, in the Basilica, the revised code of Jus- 
tinian, promulgated by the Basiliaii dynasty m the 10th 
century. 

Out of several passages we may select the following : — 

Digest^ 50, 16, 23 — Rei appellatione et ciiusae et jura con- 
tinentiir. 

Basil, 2, 2, 21 — Tp Tov TTpaygaroQ Trpocrjjyopi^ seal aiTiat icat rk 
ciKaLct TrepLey^erat. 

Under the name of goods both causes and rights are 
included. 

Digest, 50, 16, 49 — ^que bonis adniimerabitui' etiam si quid 
est in actionibus ^ ^ nam h^c omnia in boms esse videntur. 

Under goods f too, are •properly reckoned rights of action 

^ because all these seem to be part of our property. 

Digest, 50, 16 , 222 — nomine non solum numerata 
peounia, seA omnes res tarn soli quam mobiles, et tarn corpora 
quam Jura continentur. 

Basil. 2, 2, 204 — opoyan twv ypriyarioy oh yovov ra yphyara, 
aXXa Trarra m kU't]Ta icat auvrira, kcu fa aioyartka Kai ra chaia, 
BrjXovrai. 

Under the name of Wealth, not only ready money, but all 
things, immoveable and moveable, corporeal as toell as Rights, 
are included. 

So merx, merchandize, in Roman Law was applied to any- 
thing which could be bought and sold, whether it was Corporeal 
or Incorporeal. Digest, 18, 34, § 1, 2. — Omnium rerum, quas 
quis habere, vel possidere, vel p>e7'sequi |)otest, venditio recte lit. 

Aperso7i may lawfully sell anything which he has or possesses, 
or has the right to sue for. 

And this includes besides all material property, all Incorpo- 
real Property, such as servitudes, obligations, or Debts, or 
rights to sue for money, and all rights of action whatsoever : 
and also besides the right of demanding something from some 
specific person, the emptio spei, or e77iptio rei speratm, the 
expectation of an uncertain profit, which includes Copyright, 
Patents, the Goodwill of a business, Shares in commercial 
companies, &o. These subjects are more fully entered upon a 
few sections further on, where we consider the classification of 

L 
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property; our only object at present is to ascertain the ilillereiit 
species of quantities to winch the title Wenllh is apiilicable 

Thus we see that the word xpi'ij^iara was used in (4ieek to in- 
clude all the three species of excliangeahle (piaiitilies : material 
substances; labour, seinices, or sciences; and incorpoieal pro- 
perty of all sorts. The words inerx, res^ hoaa^ jjeciinln^ ^\ere 
used in Konian Law to include all property corporeal and in- 
corporeal We are not aware whether they were ever used to 
include services and labour, hut if sucl) a discussion had been 
raised, we do not doubt but that it would have been decided in 
tlie affirmative. 

These kinds of property are also included under the French 
words hi ms or chases. 

So in English law, Obligations, such as ISTotes, Bills, and Debts 
of all sorts, are included in the words goods and chattels ” or 
“ effects ” in an Act of Parliament. ^ 

We have shewn that Smith exjiressly enumerates paper cur- 
rency of all sorts, which is Credit, under the title of Capital. 

So J. B. Say says^ — The exclusive possession which in the 
midst of society, clearly distinguishes the property of one per- 
son from the property of another, in common usage, is that to 
which the title of Wealth is given. The blessings of Nature 
which every one enjoys in common are not included in the in- 
ventory of a man ; hut there are included in it that portion of 
social riches which belong to him individually, which he has 
acquired by his own labour, or which he holds by gift, or in- 
heritance. Under this title are included not only things which 
are directly capable of satisfying the wants of men, either 
natural or social, but the things which can only satisfy them in- 
directly, such as money, instruments of credit {titres de criance), 
the public funds, &c. 

Whately is the only English Economist, that we are aware of, 
who has called special attention to Incorporeal Property. He 
says®— The only difficulty I can foresee as attendant on the 
language I have now been using, is one which {i. e., defining Poli- 
tical Economy as the Science of Exchanges) vanishes so readily 

^ Slade, r. Morley^ 4 Co , B 92 b. Ford's case, 12 Co., B. 1. Clayton's case, 
Lytt. 86. Fyal v Fou^les, 1 Ves , Sc?i 348 

Fart I , cJi I 3 Lectures, jp 6 
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on a moments refleclioii, as to be bardly worth mentioning^ In 
many cases^ wlieio an exchange really takes jlace^ the fact is 
liable (till the attention is cal] eel to it) to be overlookeil^ in con- 
sequence of our not seeing any actual transier from hand to 
hand of a material object. For instance, when the copyright of 
a book is sold to a bookseller, the article transferred is not the 
mere paper coveied with wiitmg, but the ezidusiye pr I vile [je of 
printing and publishing. It is plain, however, on a moment’s 
thought; that the ti ansae tion is as real an excliange, as that 
which takes place between the bookseller and his customers, 
who buy copies of the woik. The j^ayment of rent for land is 
a transaction of a similar kind, for, though the land itself is a 
material olqect, it is not this that is parted with to the tenant, 
but the Hi ght to till it, or to make use of it in some other 
sjieciiled manner. Sometimes, for instance, rent is paid for a 
right of way through another’s field, or for liberty to erect a 
booth during a fair, or to race or exeicise horses, Ac.” And he 
says in a note to this passage — “ This instance, by the way, 
evinces the impro}>riety of limiting the term Wealth to material 
objects.” Thus we see that Whatelj^ includes all the three 
species of quantities we have spoken of under the title of 
Wealth. 


0)1 Mr. X S. MilPs Definition of Wealth. 

10. Mr. Mill’s work is so extensively read iii this country, 
that we must examine what he says about W ealth. 

He says, p. 2 — It is no part of the design of this treatise 
to aim at metaphysical nicety of definition, where the ideas 
suggested by a term are already as determinate as practical 
purposes require ; ” and that every one has a notion sufficiently 
correct for common purposes, of what is meant by wealth.” We 
shall now have to examine whether this be so or not. 

He says^ — “Money being the instrument of an important 
public and private purpose is rightly regarded as wealth; but 
everything else which serves any human purpose, and which 
Hature does not afford gratuitously, is wealth also. To be 
wealthy is to have a large stock of useful articles, or to have 

^ Frehminary Bemarl's. 
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tlie means of purchasing them. Everything for ins thtn/ore 
a lohleh has pofrer >p nr chasing T Now heie 

is a definition clear, Minple, and comprehensive, evacily agretniig 
with the ancient definition of Aristotle and Roman Law, that 
Wealth is anything which is evchangeable. We certainly hoped 
that we had got rid for ever of the notion that W'ealth is the 
annual produce of land and labour,^’ and it is clear that 
Mr. Milfs definition is large and general enough to include all 
three species of Exchangeable Quantities. According to this 
definition, the production of wealth must mean the production 
of something which is exch.angeable. What then is our 
surprise to read a few pages further on — “ The production of 
wealth: the extraction of the instruments of human suhsisLence 
and enjoyment from the materials of the globe.” Now this 
passage is in complete contradiction to bis former definition. 
For we are once more plunged into Physiocracy, from which 
we hoped to have been free ; we are once more brought back to 
the ‘^produce of land and labour,” and all idea of exchangeability 
has disappeared from the definition. Now, leaving out labour 
and sciences for the present, Bank Notes, Bills, tfec., are 
exchangeable : they have power of purchasing, therefore they 
are wealth by Mr. Mill’s own definition ; but how are they 
extracted from the materials of the globe? 

Again, a little further on, we are plunged into still further 
confusion. In the chapter on Unproductive Labour, he says, that 
productive labour is not labour productive of utility, but of 
wealth^ — Productive labour means labour productive of wealth. 
We are recalled therefore to the question touched upon in 
our first chapter, what Wealth is, and whether only material 
products are to be included in it. 

2. Now the utilities produced by labour are of three kinds. 
They are — 

First, utilities fixed and embodied in outward objects; by 
labour employed in investing external material things with 
properties which render them serviceable to human beings. 
This is the common case, and requires no illustration. 

Secondly, utilities fixed and embodied in human beings ; the 
labour being in this case employed in conferring on human 
beings, qualities which render them serviceable to themselves 

I Boole I , Qh. 3, 1, 2. 
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and others To this class belongs the labour of all concerned in 
education; not only schoolmasters, tntois and professors, but 
governments, so far as they aim successfully at the improvement 
of the people ; moralists and clergymen, as far as productive of 
benefit; the labour of physicians, as far as instrumental in 
preserving life and pliysical, or mental efficiency, of the teachers 
of bodily exercises, and of the vaiious trades, sciences, and arts, 
together with the labours of the learners in acquiring them; 
and all labour bestowed by any persons, throughout life, in 
improving the knowledge, or cultivating the bodily or mental 
faculties of themselves or others. 

^‘Thirdly, and lastly, utilities not fixed or embodied in any 
object, but consisting in a mere service rendered; a pleasure 
given, an inconvenience or a pain averted during a longer or a 
shorter time, but without leaving a permanent acquisition in the 
improved qualities of any person or thing; the labour being 
employed in pi educing an utility directly, not (as in the two 
former cases) in fitting some other thing to afford an utility. 
Such, for example, is the labour of the musical performer, the 
actor, the public declaiiner or reciter, and the showman. Some 
good may no doubt be produced, and much more might be pro- 
duced, beyond the moment, upon the feelings and disposition, or 
general state of enjoyment of the spectators ; or instead of good 
there may be harm ; but neither the one nor the other is the 
effect intended, is the result for which the exhibitor wmrks, and 
the spectator pays ; nothing but the immediate pleasure. Such, 
again, is the labour of the army and navy , they at the best 
prevent a country from being conqueied, or from being injured 
and insulted, which is a service, but in all other respects leave 
the country neither improved nor deteriorated. Sucli, too, is 
the labour of the legislator, the judge, the officer of justice, and 
all other agents of government in their ordinary functions, apart 
from any influence they may exert on the improvement of the 
national mind. The service which they render is to main tain 
peace and security: these compose the utility which they pro- 
duce. It may appear to some that cariieis, and merchants or 
dealers, should be placed in this same class, since their labour 
does not add any properties to objects ; but I reply that it does, 
it adds the property of being in the place where they are 
wanted, instead of being in some other place, which is a very 






useful propertYj and the utility it cooters is enibodiefi in tlie 
tilings tliemsclvcs, which now nclually arc in the jhace yIusc 
they ai*e required for use, and in conse(|uence of that iin'ieased 
utility could he sold at an increased pi ice, proportioned to the 
labour expending in conferring it. This labour, therefore, doe?5 
not belong to the lliird class, but to the first. 

o. We have now to consider which of these throe clashes 
of labour should be accounted productive of wealth, since that 
is what the term productive, when used by itself, inust be under- 
stood to im})ort Ulilities of the thud class, consisting in 
pleasures which only exist while being perfonneil, cannot he 
spol'en of as loealth^ except hy an aclcnoioledged nietajihoc It 
is essential to the ulea of icealth to be susceptible of accumula- 
tion: things which cannot, after being produced be kept for 
some time before being used, are never, I tliinlc, regarded as 
wealth, since however much of them may be produced and en- 
joyed, the person beneficed by them is no riclier, is nowise 
improved in circumstances But there is not so distinct and 
positive a violation of usage in considering as Wealth, any pro- 
duct which is botli useful and susceptible of accumulation. 
The skill and the energy and tlie perseverance of the artisans of 
a country, are i eckoned part of its wealth, no loss than their 
tools and machinery. Accoiding to this definition, we should 
regal'd all labour as productive, which is employed in ordating 
permanent iilililies, whether embodied in human beings, or in 
any other animate or inanimate objects. 

But in applying the term wealth to the industrial capacities 
of human beings, there seems always in popular apprehension 
to be a tacit reference to material products. The skill of an 
artisan is accounted wealth only as being the means of acquiring 
wealth in a raateiial sense, and any qualities not lending visibly 
to that object are scarcely so regarded at all. A country would 
hardly be said to be richer except by a metaphor, however 
precious a possession it might ha\ e been in the genius, the virtues, 
or the accomplishments of its inhabitants ; unless, indeed, these 
were looked upon as marketable commodities, by which it could 
attract the material wealth of other countries, as the Greeks of 
old and several modern nations have done. While, therefore, I 
should prefer, were I constructing a new technical language, to 
mahe the (Ustineiion turn upon the permanence rather them tipon 
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the materiality of the product^ yet when employing terms 
w^iich common usage has taken complete possession of, it seems 
advisable so to employ them as to do the least possible violence 
to usage; since any improvement in terminology obtained by 
straining the received meaning of a popular phrase, is generally 
purchased beyond its value, by the obscurity arising from the 
conflict between new and old associations. ^ 

I shall therefore in this treatise, when speaking of wealth, 
understand by it only what is called material wealth.” 

The incongruity of ideas between this passage and the simple 
general definition Mr. Mill began with, that- wealth is anything 
which has purchasing power, is manifest, and also with that in 
which he speaks of the production of* wealth as the extraction 
of the means of human enjoyment from the materials of the 
globe. For in this passage he distinctly admits the intellectual 
qualities and skill of working men to be Avealth, and are they 
extracted from the materials of the globe ? Cattle, too, are 
ceitainly wealth, and are they extracted from the materials of 
the globe by human labour? Now, with respect to what Mr. 
Mill says about services, <fcc., never being spoken of as wealth 
exce]>t by an acknoAvledged metaphor, Ave may say that this was 
conclusively settled in the JEryxias^ which we have already 
quoted ; and also by J. B. Say, as well as by Mr. Mill’s OAvn 
definition. They are exchangeable, they can purchase money, 
therefore they are w^ealth. But Mr. Mill has now introduced a 
new qualification into his definition of Avealth. He says that it 
is essential to the idea of wealth to be susceptible of accumu- 
lation, and that things which cannot be kept for some time 
before being used, after they are produced are not regarded as 
wealth, and the person benefited by them is no richer or im- 
pioved in circumstances. But lohat time must products be 
capable of being kept, to be called Avealth ? A bun may be 
kept some time before it is eaten, therefore it is AAmaltli. But 
after a man has eaten a bun, how is he^the richer? Mr. Mill 
says he should prefer to make the definition turn upon the 
permmienee rather than on the materkdity of the products 
But what degree of permanence is required to constitute a 
thing wealth ? Exchangeable things are of all degrees of per- 
manence. Some may last as long as the world itself, others 
may only last a very short .time. And AAdiich of these degrees 
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of permaiieiice is necessaiy to satisfy Mr Mill’s rlefnitioii ? It 
is evident that there is no degiee of permanence that can he 
fixed upon for this purpose. 

But the restriction which Mr ]\fill has now introduced into 
the definition of wealth, that it must he material, has plunued 
Mm into still greater conlnsion when he comes to speak o( 
credit. He defines wealth to be anything which has ]>ower of 
purchase. In speaking of credit, he says that it is purchasing 
power, and therefore wealth by his own definition. lie then 
says that bank notes, bills, and cheques are of the same value 
as money, and perform all the functions of money, and are 
therefore wealth by his own definition, and he several times calls 
bank notes productive capital. NTow, are bank notes mateiial, 
and extracted from the materials of the globe This subject 
is more fully examined further on. But we have placed before 
our readers enough to shew them the contradiction of Mr. Mill’s 
ideas in difierent passages on the meaning of wealth, and to 
shew that every one has not a sufficiently correct notion of 
•what wealth is. It may, perhaps, be superfluous to say that we 
reject entirely all the subsequent modifications and restrictions 
he has introduced into the definition, and agree to the first 
general definition he began with, that wealth is everything 
which is exchangeable. 

11. Now, having shown that Exchangeability is the essential 
idea or conception upon which the quality of Wealth is based, 
by the imaiiimous agreement of all writers, ancient and modern, 
we observe that : — 

I. Labour may be bestowed on many things which may not 
be exchangeable, and therefore not W ealth. 

That there are many things which are exchangeable which 
have never had any labour bestowed upon them, such as land in 
towns, cattle, trees, obligations of all sorts. 

Therefore Labour is not necessary to Wealthy it is onl^/ 
the accident of Wealth. 

II. That many material things are not exchangeable: and. 
many exchangeable things are not material ; such as Labour of 
ail sorts, Knowledge, Sciences, and all Incorporeal Property. 

Therefore Materiality is not necessary to Wealthy it is only 
the accident of Wealth. 
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HI. That some things are of all degrees of Permanence, 
or durability, fiom perpetuity downwards to those which 
are only capable of one exchange, and perish in the using 
like services, instruction, &c. Now the Law of Continuity 
says that that which is true up to the limit is true at the 
limit. Consequently, if those things are admitted to be wealth 
which are of various degrees of permanence, and can be ex- 
changed various numbers of times, those things must also be 
admitted to be wealth which are of the least degree of per- 
manence, and only capable of being exchanged the least number 
of times, which is onee. 

Therefore permanence or durability is not necessary to 
Wealthy it is only the accident of Wealth. 

Hence we see that neither Labour, Materiality, nor Durability 
are necessary to Wealth, nor is any combination of them neces- 
sary to Wealth; they are only the accidents of Wealth, Hence 
by the laws of Inductive Logic we eliminate all these three as 
accidental and intrusive ideas, and leave Exchangeability alone 
as the single general idea or quality which constitutes a thing 
Wealth. 

Hence in the following treatise we have nothing to do with 
any other quality anything may possess besides Exchangeability. 
Many things are very useful and agreeable, but we can take no 
notice of such qualities. On the other hand, we must include all 
quantities in which tlie quality of exchangeability is found. 
But as the word wealth is so frequently associated in popular 
estimation with useful and agreeable things, that it may be of 
advantage to use some word equivalent to it which is not 
so connected with other qualities, we shall use the expressions 
“Wealth” and “Exchangeable Quantities,” or “Economic 
Quantities,” as identical in future. 

Economic Quantities are of three distinct species: — 1. Cor- 
poreal or jVlaterial substances, of which Money may be taken as 
the symbol; 2. Immaterial, which may be included under the 
designation of Labour ; 3. Incorporeal, of which Credit may be 
taken as the symbol. Hence we may say that any Economic 
Quantity must be of one of the three forms ; Money, Labour, or 
Credit. We shall now seek for a term which will include them 
all. 



154 


PKmOIPLES OP ECONOMICS 


[Chai‘. 1Y. 


On the 3Ieaniny of the tcorJs Phopeety anJ, Estate. 

12. We shall find that it will throw a flood ot liobt over the 
whole of Economic Science, and leinove all the ditFiciiltles which 
the word Wealth has given rise to, to understand clearly the 
true and original meaning of the woids Property and Pstate. 

j\Iost persons when they hear the word Property, think oi 
some matenal things, such as money, tables, lands, houses, car- 
riages, t%c. So when they speak of an Estate they usually mean 
a certain quantity of laud. But that is not the true meaning of 
the words Property or Estate. They, in reality, mean ceitain 
Mights residing in some persons to certain things. 

In the rude early Roman Jurisprudence a man’s possessions 
were called maneipium^ because it was supposed he must grasp 
them with the hand, and if he did not keep a pretty firm hold 
on them, he might soon lose them. When civilization im- 
proved, it was held that all things belonged in common to the 
house, and the absolute right to them was concentrated in the 
chminus, head of the house ; hence the right was called do- 
minium; subsequently when the excessive rigour of the law 
was lelaxed, and individual members of the family were allowed 
to have rights to things separately, the word Prop^detaa came 
into use. Dominium,” says Neratius,^ ‘Md est Proprietas.” 

Hence, in Roman Law, Proprietas meant oionership, a right 
to have something, exclusively to any one else. We do not 
believe that the word proprietas was ever applied in Roman 
Law to the things themselves. 

It is the same with respect to the words Property and Estate 
in English Law. To call the land itself an estate,” would 
have seemed a wondrous perversion of language to Littleton. 
Bacon never uses the word Property to mean houses, goods, or 
lands. To apply the words Property and Estate to mean money, 
houses, lands, &c., is comparatively a modern corruption, and 
we cannot say when it began. Bacon says that one of the uses of 
the Law “ is to dispose the Property of their goods and lands,” 
and he explains the different methods by which the "Property 
in land is got and transferred;” though even here we may 
mark a certain degeneracy of language, as we do not believe 

J Digest^ 41, 1. 
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that Littleton M^oukl have used the word Property for the right 
in land held by a subject. So Bacon explains the various 
methods by which Property in goods and chattels may be 
acquired.” So he speaks of the Interest or Property of a 
timber-tree.” ^ 

111 no single instance does he, or, we believe, any writer of 
his time, use the woid Property to mean the things themselves. 

We may also observe that several words m Latin which are 
usually applied to things, in reality meant rights. Thus Mer 
in reality means the n'j/it of going on foot through the grounds 
of another person, and not the patnway itself; Aehis is the 
of driving cattle or carriages over the ground of another, 
and not the roadway; P 7 a includes the of driving cattle 

or carriages, and going on foot, and not the highroad itself; 

means the r2^/it of bringing water over another’s 
grounds, and not the stones, or bricks and mortar, of which the 
material channel is composed : and there are many words in 
English law which are usually thought to mean things which 
are in reality rights to things. 

Pioperty, therefore, being the Bight residing in a person to 
a certain thing, may be either absolute, that is, without any 
superior, or else it may be derived from and held subordinate to 
some superior. 

Absolute property is termed allodial^ and holds with regard 
to all moveable goods and chattels, and in former times in 
England with respect to land In the Roman Empire the 
owners of laud held it in absolute property or dorninhmi^ 
without any superior, and tins was so in England as well as 
in other countries. Before the Conijuest the absolute Property 
in the land belonged to the people, and a man’s lands were 
ecpially divided among his children, which law many suppose to 
be the origin of the raultitiidmoiis hedge-rows, which in many 
counties used to divide the lands into so many minute and 
irregular patches, but wLich are fast disappearing before the 
improvements in modern agriculture. It is true that the feudal 
system of tenure had to a certain extent been introduced before 
the Conquest. But William I. assumed the absolute property 
in all the lands of England, except the Church lauds, and the 
county of Kent, for the Crown. He made a composition with 

^ Case of impeachment of waste 
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the men of Kent to maintain their ancient customs, so tliat land 
in Kent remained as formerly, divisible among’ the family The 
whole Projierty of the land being then vested m the Crown, the 
Conqueror granted oat to his followers certain Rights of use 
and enjoyment in certain lands, and these Rights were 
denominated Estates.” But those ’who enjoyed them, and 
were bound to render certain services in return, were nei'er 
called owners or proprietors, hut always Tenants. Thus we 
always speak of the tenure of lands, and all rights to use 
and enjoy lands are called tenures. So Littleton speaks of 
Tenants in fee-simple, Tenants for life. Tenants at will. Tenants 
by copy, Tenants for terms of years, joint Tenants, Tenants 
in common, Tenants by grand serjeanty, &c., and these persons 
were strictly Tenants, because they were only permitted to hold 
these lands on the express condition of performing certain 
services to the Crown, which, if they failed to do, they were 
as strictly liable to forfeiture as a modern farmer, or tenant 
would be for non-payment of rent. 

Thus the index, or tabula to Littleton, says— “The first book 
is of estates which men have in lands and tenements,” and in 
page 1 he says — “ For these words (his heirs) make the estate 
of inheritance.” So B. Ill, c. 2— “ Of estates upon condition,” 
he says, “ estates which men have in lands or tenements upon 
condition are of two sorts,” and in many other passages, and 
Littleton certainly would never have thought of applying the 
word estate to the land itself. So Bacon says— “ Property of 
lands by conveyance is fiist distributed into estates for years; 
for life, in tail, and fee-simple. These estates are created by 
word, by writing, or by record.” 

An estate, therefore, is always a Right of an inferior order to 

that of Property. It in reality means a lease ; as Bacon says 

“For estates for years which are commonly called leases for 
years.” Such interests or estates in land were always given 
as the/ee or reward for services rendered to the Crown. Thus, 
as Bacon says— “The last and greatest estate of lands is fee- 
simple, and beyond this there is none of the former for lives, 
years, or entails; hut beyond them is fee-simple. For it is the 
greatest, last, and uttermost degree of estates in land.” 

And so many other passages might be cited. The true 
meaning of estate, therefore, is a lease, or right to use a thing 
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derived from a higher power, for which some service is given, 
which is feudal property ; and an estate in fee simple means a 
perpetual lease of lands or tenements, and it is only in strictness 
applicable to land. 

This meaning of the word estate is also shown in Shake- 
speare, Tempest^ Act IV' , sc. 1 : 

Iris A contract of true love to celebrate, 

And some donation freely to estate^ 

On the blessed lovers. 

Also in A Midsummer JSfigMs Dream^ Act I., sc. 1 : 

^ge And all my light of her, 

I do estate unto Demetrius 
So in As You Lihe 1% Act Y., sc. 1 : 

Oliver All the revenue that was old Sn* Roland’s will I estate upon you. 

Property, therefore, in its real and original sense means 
OwNEESHiP, or the Bight residing in some person to some 
things, to use them as he pleases; and when we speak of an 
exchange, it always means that the ownership, or property, in 
certain things is ceded or given in exchange for the ownership, 
or property, in certain other things. Thus if w^e sell or exchange 
money for a book, it means that we exchange the property in, 
or the right to the money for the property in, or the right to 
the book. And there can be no exchange without the property 
in the things passing reciprocally from one to the other. If a 
man merely lends his horse or his book to a friend, that is no 
exchange or transfer of property. 

And this meaning of the word Property was well understood 
by one of the most eminent Physiocrates, Mercier de la Riviere. 
He saysh— “ Property is nothing but the right to enjoy; hence 
it is impossible to conceive the right to enjoy separately 
from the freedom to enjoy.” see, thei'efore, that landed 

property is not a factitious or arbitrary institution; that 
it is nothing but the development of personal property, the 
last degree of extension of which this is susceptible. We 
see that there is but one single species of Property — that 
of personal right or property, and it changes its name ac- 
cording to the nature of the objects to which it is applied.” 
‘'^It would be superfluous to say that property in land ne- 
cessarily includes the property in its products Property is 

^ L’ordre Natv-tel des societh pohtiques^ c. xriii 
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the right to enjoy; hence the enjoyment ol' the pvoilucts which 
can be extracted Iroin it.’’ And throughemt the v. Iu>lc ol' his 
work, this author invariable uses the wonl jc.'opcny m its 
true and original moaning of a TIigiit, and not hi Us corrupted 
meaning of a thing. 

We may observe that the s.ame corruption of mc.iniiiu' lias 
been applied to the word F<inn. A hirm is imiiersidly 
understood now to mean a quantity of laud let by one person to 
another. A good farmer means a good agrioaltiuist. But in 
reality a farm means the Right to recei\e the whole profits 
of an undertaking upon agreeing to pay a fixed sum for the 
right. Thus m France it was customary to farm the taxes, and 
several of the most notorious persons in French history were 
the fai-raers-general of the taxes. To call a piece of land a 
farm is as gross an absurdity as to call it a lec(se\ it is 
equally erroneous to call it an estate; and it is jnsl as erroneous 
to call a thing jjropertt/, as to call it a rifit. 

13. Property, then, being clearly understood to be a Might, 
residing in a person, there are three distinct species of Property, 
or Economic Riglit.s, which m.ay be sold, or exchanged, either 
absolutely, or for a certain period of time. 

I. There may bo Property in specified physical substances, 
which are already in existence, and in the possession of the 
proprietor, such as lauds, houses, money, clothes, furniture, &e. 
These tilings are in a eomjilete state of existence. This 
species of Property is called in Roman and English Laiv 
Corporeal ^ Property, because it is the Right, or property in 
some specific corpus. It may also be called Material Property, 
because it is Property in some specific matter. Hence we 
shall denominate this species of Property either as Material or 
Corporeal Property, or as Material, or Corporeal, Wealth. 

II. The Property that a man has in himself, and in the fruits 
of his own mind, that is in his own Lahour of aU sorts. “ The 
property which every man has m his own labour, as it is the 
original foundation of all other property, so it is the most 
sacred -and inviolable. The patrimony of a poor man lies 
m the strength and dexterity of his hands; and to hinder him 
from employing this strength and dexterity in what manner he 
thinks proper, without injury to his neighbour is a plain 
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violation of this most sacred property.” ^ And the same is true 
of every other species of labour, mental or intellectual. IsTow, 
though a man cannot be sold absolutely as a slave in this 
country, nor can he sell the right to demand his services for life, 
yet he may sell or exchange for a limited time the right or 
property to use his services in any capacity, either as a manual 
labourer, as an agriculturist, or an artisan, or navvy, or as an 
instructor of any sort, as a lawyer, or physician, or performer, 
an author, or any other trade or profession. Hence services 
and intellectual qualities of all sorts are reduced to Rights or 
Property. How as all tliese services, although they require 
some bodily instriiiiient to give effect to them are in reality 
operations of the mind, we may call them Immaterial Property, 
or Immaterial Wealthy because it is a Property or Right, 
but not in any material substance. 

III. There is. lastly, a third species of Property or Right. 
We may have a Right or Property wholly severed and sepa- 
rated from any specific eorjnfs^ or matter, in possession. It 
may either be in the possession of some one else at the time, 
and may only become our property at some future time ; or it 
may not even be m existence at the time. Thus we may have 
the Right or Property to demand a sum of money at some 
future time fiom some person. That sum of money, no doubt, 
is in existence, but it is not in our possession ; it may not even 
be in the possession of the person bound to pay it. It may pass 
through any number of hands before it is paid to us. But yet 
our Property to receive it is present and existing, and we may 
sell or transfer that property to any one else for money. We 
may also have a Right or Property to something which is not 
even yet in existence, but will only come into existence at a 
future time. Thus those who possess lands or cattle, fruit 
trees, &c., have the Property in their future produce, and may 
sell or exchange that Property like any material property. 
This species of property is called in English and Roman Law 
Incoiporeal Property, because it is Property separated from 
any specific corpus. 

How anything whatever that can be sold or transferred is of 
one of these three species of Property: there is nothing which 
can be bought and sold which is not one of these forms, Money, 
1 Wealth of Nations^ B I., c. 10 
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Labour, and Credit. Hence we are now sure of oiir icrouiid, 
and may begin to generalize with halet} , beranse we ha\e got 
all the species of Economic QuantlUe^. And all the Fun- 
damental Conceptions of Economics must be generalized so as 
to grasp all these tliiee species of Economic Quantities. 

14. These three s]>ecies of Economic Quantities may be 
exchanged m Six diiFereiit ways : — 

1. A material })rodiict for a material product, as gold money 
for so much corn, manufactures, c%c 

2. A material product for an immaterial product ; as gold 
money for so much labour, or instruction, of any sort. 

3 A material product for incorporeal property, such as gold 
money for debt, or so much stock, or the Funds, or a copy- 
right, <fco, 

4. An immaterial product for an immaterial product, as so 
much instruction, or labour, of one sort may be exchanged for 
so much instruction or labour of another sort 

5. An immaterial product for incorporeal property, as so 
much instruction or labour for a Bank ISTote, Cheque, &o. 

6. “ Incorporeal Property for incorporeal property ; as we may 
buy or sell a copyright, or patent, for bank notes, cheque, &o. ; or 
one kind of debt may be exchanged for another kind ; as when 
a banker buys or discounts, as it is technically termed a debt, 
payable at a future date, by means of creating a debt payable 
on demand, which forms the great business of banking, the 
greatest branch of modern commerce. 

The business of the Physical Economist is to discoyer and 
express a great single General Law, which governs all these 
distinct species of Exchanges. 

We have now laid a solid foundation for a general science of 
Economics, and there is no fear that our doctrines can be over- 
thrown by the introduction of new quantities, as is so frequently 
the case in other sciences, because it is perfectly Iwell known 
that there are three, and only three, species of Economic Quan- 
tities, and that there are six, and only six species of Exchange. 

The principal source of error and confusion in Economic 
Science has arisen from the fact that tbe nomenclature which is 
still very commonly used was originated by writers who only 
considered one class of cases, namely, the exchange of material 
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products agaiirst material products ; and they lay down defini- 
tions and laws which are only even apparently applicable to that 
single class of eases, and not even in reality true in that single 
class, and which the least experience and reflection shew are 
wholly erroneous when applied to other cases, and are, there- 
fore, not general, and have no possible application to the last 
and most important species of exchanges, namely, that of debts 
for debts. 

We now at last see what is the true Economic meaning oi’ 
the word Wealth. It is an Exchangeable Eight. Th^ 
Physiocrates said that all products are ultimately excl}aiigcd 
against products. This doctrine was adopted by J. B. Say, Imt 
it was seen to be incorrect. Bastiat says ^ — 

‘^Labour is the only subject of exchange. Into 

what we denominate products there enter difterent degrees 
of natural utility and diflerent degrees of artificial utility; 
the latter, which alone implies labour, is alone tlie subject 
of human exchanges ; and without contesting m any way tlu‘ 
celebrated and suggestive formula of J. B. Say, I esteem it 
more rigorously scientific to say that JLahonr is exslmnged 
against Labour^ or, better still, Bermces ore exchanged against 
Services.^’* ISTow we sliall liave to show hereafter that it is a 
great error to say that labour is the only subject of exchange. 
We have shewn that Wealth is an Exchangeable Eight, and, 
therefore, all Exchanges are of Eights against Eights. 

Examination of the Arguments against admitting Im- 
material and Incorporeal Quantities into Economics, 

15. The considerations given in the preceding sections are, we 
think, quite suflicient to prove that Immaterial and Tncorporeni 
Quantities should be admitted into Economics. We have seen 
that the Pfiysiocrates did not include them, but we have given 
what appears to us a sufficient answer to the arguments of 
Le Trosne, the only one wlio gave any reason why they should 
not be considered as^ Wealtb, Most other writers have simply 
included or excluded them, as the case may be, without giving 
any arguments on either side. Malthas, however, has strenu- 
ously argued against their admittance, and, as his arguments 
ILirmames Ecot'iovu'incs De la Popnlatlon. 
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hare lioeii a^lopted^'by soinc otlier \vriti*i>, ’vvo ina^i evaiiiin^ 
tliGiii, aR tlii.s ^s ovf ^xovhl he incom]>k‘te lmle'^s wi‘ e.m net only 
show that tliey jni>]it to be incliubMl, hut uKo tiiat the argil- 
ineiits agaiusVexeliKling them arc em»neou«^. 

It would occupy loo uiueli space to quote the whole of t'he 
passage'iii Malthus; wo will therefore state his aiguincntj and 
cpiote snilicieut to give a com])lete view of liis o]>liuoii. Ife 
hegius by truly ^ obserriug on the importance of tlie definition 
of Wealth; and says it is sometimes supposed that a ^\ri1ei 
may deiiiie his terms in any maimer he pleases, provided that 
he uses thorn strictly in the sense proposed. lie very justly 
says that this doctrine cannot be accepted, because if be gives a 
definition of tlie subject, which is unusual or inadequate, he 
may render his inquiries perfectly futile; as, for instance, if any 
one were to define wealtli arbitrarily, as consisting exclusively 
of broad-clotb, hoAvever consistent he might be in the use of 
the term, or hoAvever useful it might be as a treatise on that 
one article, it Avould be of no use to those who looked for a 
treatise on Avcalth, according to any common or useful meaning 
of the term. 

He says that the comparative merits of the system of the 
Economists and of Adam Smith, depend upon their different 
definitions of Wealth, and Productive Labour. If the defini- 
tion of these terms by the Economists is the more useful and 
correct, then their system is the correct one. If Smith’s defini- 
tions of these terms is the better and more comprehensive, then 
his system is supeiior in utility and correctness. 

Malthus then says that, of those who have given a definition 
of Wealth, some have made it too narrow, and some far too 
wide. The Economists made it too narrow by confining it to 
the neat produce of the earth. Lord Lauderdale, he says, made 
it far too Avide by saying wealth is all that man desires as 
useful and delightful to him.” 

This definition obviously includes eA^erything Avlietlier ma- 
terial or intellectual, whether tangible or otherAvise, Avhich con- 
tributes to the advantage or pleasure of mankind, and of course 
includes the benefits and qualifications derived from religion, 
from morals, from political and cml liberty, from oratory, from 
instructive and agreeable coin^ersation, from music, dancing, 
* FtuwijJrh of Political Economy, Oli, I 
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actingj and all personal qualities and services. It is certain , 
lio weverj that an inquiry into the nature and causes of all these 
kinds of wealth, would not only extend beyond the bounds of 
any single science, but would occasion so great a change in the 
use of common terms as to introduce the utmost confusion into 
the language of political economists. It would be impossible to 
form any judgment of the state of a country from the use of 
the terms rich or richer. A nation might be said to be in- 
creasing in wealth, when to all common eyes, and in all common 
language, it might be growing jioorer. This would be the case, 
according to the definition, if a diminution of the manufactui ing 
and mercantile products had been balanced in the opinions of 
some persons by the qualifications derived from the intellectual 
attainments, and the various jiersonal qualities and services of 
the inhabitants. But how is this balance to be ascertained? 
How is it possible to estimate the degree of wealth deiived 
from these sources? Yet it is quite obvious that we cannot 
practically apply any discussions resjiectmg the relative increase 
in the wealth of different nations, witliout having some means 
however rough of estimating the amount of such increase. 

“ Some modern writers who do not choose to adopt the 
language of Adam Smith, and yet see the confusion whicli 
would arise from including under the head of wealth every kind 
of benefit or gratification of whicli man is susceptible, have 
confined the definition to tliese objects alone, whether material 
or immaterial, which have value in exchange. 

“ This definition is certainly preferable to the more compre- 
hensive one just noticed, but by no means to the extent which 
might at first be supposed. When it is considered attentively, 
it will be found to be open to a very great portion of the objec- 
tions to which the more general one is liable, and to draw the 
line of demarcation between wliat ought and wliat ought not 
to be considered as wealth in the most indistinct and un- 
satisfactory manner. 

“ Passing over the incorrectness of introducing a term open 
to so much controversy as value into a definition of wealth, it 
may be observed — 

1st That if by an object which has value in exchange be 
understood its susceptibility of being purchased or hired, then 
there is scarcely any quality or accomplishment of the mind or 

u 2 
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l)0(ly tliat would not come under the category of wealtli. The 
possessor of the lowest species of liteiary lvii{n\kdgej that oi* 
reading and writing may he liired to teaeli others; ainl, as all 
or nearly all who had acquired tlicse useful arts are susceplihle 
of such employment, an estimate of national wealth ought to 
include the value of these attainments, however various in 
degiee and widely extended. 

2nd. All tlie knowledge acquired by a superior education 
and su])erior talents, on account of a similar susceptibility, 
would have a greater claim to be included in the estimate, 
Tlie possessors of religious and moral knowledge, though 
obtained without any view to the instruction of others ft»r a 
pecuniary remuneration, Avmuld ])e ready to sell such instruction 
under a reverse of fortune. The same may he said of a know- 
ledge of classical literature, mathematics, history, natural 
philosophy, chemistry, geology, mineralogy, botany, efec., &c. 
On the same principle those who had learnt to dance, to sing, or 
to fence for their amusement might more or less imperfectly 
teach dancing, singing, or fencing for money. 

“ In short, if we include under the denomination of wealtli all 
the qualities of the mind and body which are susceptible of 
being hired, we shall find that, by the restriction of the term 
wealth to that which has exchangeable value, we have advanced 
but little towards removing the confusion and uncertainty 
attendant upon the former definition ; and all idea of estimatmg 
the increase of wealth in any country, or making any moderate 
approaches to it must be absolutely hopeless. 

On the other hand, if we confine the definition of wealth to 
those objects whicli either have been exchanged, or are speci- 
fically intended to be exchanged, we shall attempt to draw a 
broad line of demarcation between things in regard to their 
qualities are precisely similar; and further exclude fiom the 
category of wealth a great mass of articles, which have been 
included, and most correctly so, by Adam Smith and by almost 
every person who makes use of the term, either in writing or 
conversation. 

^'The various information acquired by private study, and 
destined for private use and enjoyment, may be of exactly the 
same kind as that which is intencled to he let out if anybody 
will hire it, yet the first, in this classification, is not to be 
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callod wealthy aiirl the othei* is. The person who buys instruc- 
tioii buys an amount of wealth which it must be presumed is 
equal in. value to what he has paid for it, while the self-taught 
person, who is in possession of much supeiior knowledge, has 
acquired no wealtli. According to this dehnition, wealth cannot 
be given; it can only ])e bought. The iiistriictioiis of the 
school-master are wealth; the same instructions given by a 
friend, or father, are not wealth. This is sufficiently incon- 
sistent ; but this is not all. By this definition of wealth a very 
large and most important portion of material commodities is 
excluded from the denomination. In the business of agiiculture, 
a considerable share of the produce is always destined to he 
consumed on the sjiot without being exchanged. The common 
fanner calculates how much of what ho produces must go to 
the support of his own family and working cattle, before he can 
determine how much lie will have to sell. The gentleman farmer 
supports perhaps a large private establishment upon his farm, 
lives hospitably, receives numerous guests, and sells compara- 
tively very little. Our feudal ancestors pursued this course to 
much greater degree In fact it was the only way in which 
they could spend tlio principal part of the products of their 
large possessions. The great Earl of Warwick is said to have 
supported thirty thousand people daily on his different manors ; 
and at an earlier period, the ehler Spencer in his petition to 
Parliament complains of the ravages made by the Barons on his 
estates, and enumerates 20,000 sheep, 1,000 oxen and heifers, 

12.000 cows with their breed for two years, 500 cart horses, 

2.000 hogs, 10 tons of cyder, together with GOO bacons, 80 car- 
casses of beef, and 600 muttons in the larder. From tliis 
eiiiinieration, Ilume observes, ‘‘ the plain inference is, that the 
greater part of Spencer’s vast estates, as well as the estates of 
the other nobility was farmed by the landlord himself, managed 
by his stewards or bailiffs, and cultivated by his villains.” 

Little or none of it was let on lease to husbandmen. Its 
produce was consumed in rustic hospitalitv by the baron or his 
officers. 

Now this large mass of material conimoditios, increased as 
it u-'ould ])e by the flax and wool raised, spun, and wove for 
home consumption, few, it is conceived would venture to exclude 
from the denomination of wealth; and \et this produce lias 
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Bcitlier actually been exchanged for money or other gotnls, nor 
lias ill been raised ndtli the intention of being so e\e 5 iai!u«ML 
and, therefore, accor<hng to tlio last detiiutioii, i( ought not to 
be considered as ^vealth. 

*^*11 innst be allowed, neveitheless, tluit it has cxcliangeable 
value; and here one of the great cliaractenstie (hilbieines 
between material objects and objects wliieli aie not material 
appears in a stiildng point of view. Of the quantity an<l 
quality of the niatoinal commodities heie noticed it would iioi 
be difficult to make an inventory. Many household books, 
indeed, furnish one; and, knowdng pretty nearly the quantity 
and quality of such articles, a fair approximation to their ^ahie 
might be attained by estimating them according to the maiket 
prices of the district at the time. But in regard to imma- 
terial objects the difficulty seems to be insurmountable AYhere 
is an inventory to be found, or how is one to be made of the 
quantity and quality of that large mass of knowledge and 
talents reserved for the use and consumption of the individual 
possessors and their fiiends. Or, supposing it wore possible to 
form such an inventory, how could we make any moderate 
approaches towards a valuation of the articles it contained ? 

“ Consequently, if by objects which have value in excliange 
we mean objects which are susceptible of being exchanged, we 
shall include such a mass of the mental and physical qualities 
of mankind as to make the term wealth convey no tolerably 
distinct and useful meaning. 

And if by objects which have value in exchange ^ve mean 
only those objects which have actually been, or are specilicaliy 
intended to be exchanged, wq shall exclude from the denomina- 
tion of wealth a large mass of material commodities which 
have always, and most justly, been classed under that head. 

“ To get rid of these obvious embarrassments, it lias some- 
times been the practice to consider the labour which is hired 
as the wealth which is purchased without reference to its results. 
But it seems very strange and incorrect to consider mere labour 
as wealth. No one would give anything for it, if he were sure 
that it would yield no gratifying result. It is in the expecta- 
tion of this result alone that labour is employed. The sick 
man employs a physician, not because he is pleased with the 
trouble which he gives him, but because he expects that Ids 
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liealth may be benefited by the advice which he receives. The 
lawyer is consulted and feed, only because his client expects to 
derive some advantage from the opinion to be given, or the 
cause to be pleaded And even the menial servant is not hired 
on account of the desire to see a man work, but on account of 
the trouble which he will save his master in performing ceitain 
offices for him, or the gratification afforded to his vanity by the 
shew of having a person at his command. 

The natural consequences of these difficulties is that the 
ablest writei s who have deserted matter in their definition of 
wealth, have fallen almost inevitably into contradictions and 
inconsistencies.” 

Malthus, then points out the amazing self-contradictiony of 
J. B. Say on the subject of Wealth. As these are fully ex- 
plained in the chapter on Ciedit, we need not set them out 
here. That Say has contradicted himself in the most ex- 
traordinary way is true, but we cannot admit that that is in any 
way the consequence of admitting immaterial and incorporeal 
quantities into Economics. 

He then continues — The fact really is, that if we once 
desert matter in the definition of wealth, there is no subsequent 
line of demarcation which has any tolerable degree of distinctness, 
or can be maintained with any tolerable consistency, till we 
have included such amass of immateiial objects as utterly to 
confuse the meaning of the term, and render it im])ossiblG to 
speak with any approach towards precision, either of the wealth 
of different individuals, or different nations. 

then we wish with M. Say to make political economy a 
positive science, founded on experience, and capable of making 
knovm its results, we must be particularly careliil in cletimiig its 
principal term, to embrace only those objects, the increase or 
decrease of which is capable of being estimated ; and the line 
which it seems most natural and useful to draw is that which 
separates material from immaterial objects. 

Adam Smith has nowhere given a very regular and formal 
definition of wealth ; but that the meaning which he attaches to 
the term is confined to material objects is tlnonghout his work 
sufficiently manifest. His prevailing description of wealth may 
be said to be Hhe annual produce of the laud and labour’ 
The objections to it as a definition are, that it refeis to the 
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sources of wealth before we are told what uealth and that h 
is not sufficiently dLscnmiuate, as it would iiiclado all the use- 
less and unappropriated pvoducts of the earth, as vrell as tho'-i 
■which arc a]>pro})iialed and enjoyed by man. 

“To avoid tlieso objections and to kee]) at an equal distance 
from a too coniinccl or a too indiscriminate sense of the tei m, 1 
should deiiiie wealth to bo ^the material objects nei'cssaiy, 
useful, or agreeable to man, which are voluiitaiily a})pr(»})riated 
by individuals or nations. The definition thus limited includes 
nearly all the objects which usually enter into onr conceptions 
wlien we speak of wealth or riches — an advantage of con- 
siderable importance as long as ^ve retain those terras both in 
common use, and in tlie vocabulary of political economy. 

“ A country will therefore be rich or poor according to the 
abundance or scarcity Avith which these material objects are 
supplied, compared AAdih the extent of territory ; and the people 
will be rich or poor, according to the abundance or scarcity 
Avith AA^ich they are supplied.” 

In a note to this passage he says : — “ In my little Avork on the 
® Definitions in Political Economy,’ published in 182 Y, I defined 
Avealth to be ^ The material objects necessary, useful, or agreeable 
to man, which have required some portion of human industry 
to appropriate or produce.’ The latter part was added in order 
lo exclude air, light, ram, <fcc., but there is some objection to the 
introduction of the term industry, or labour, into the definition, 
because an object might be considered as Avealth Avhich has had 
no labour employed on it. A diamond, accidentally found on 
the sea shore, might have a high value ; and the fruit at the 
top of a tree must be considered by the saA^age as necessary or 
agreeable to him before he will make the exertions required to 
obtain it.” 

We have placed this long extract before the reader in order 
that he might see everything that can be urged on the subject, 
we are not aAvare of any arguments which have ever been used 
on that side of the question besides the above. 

Before replying to them Ave must observe that we have already 
sheAvn that Malthus is completely mistaken in alleging that 
Smith confines the term wealth to material products ; Ave have 
sheAvn that he expressly includes intellectual qualities and credit 
under the title of capital We have next to observe that in his 
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Ijitlei* definition given above, ho has seen the necessity of elimi- 
nating the idea of labour from the term of wealth. This is a 
gioafc step in advance. But from both of his definitions he has 
entirely omitted exchangeability^ the very quality in which all 
wi iters ancient and modern have made the esse7ice of wealth. 

Now with respect to Malthus’s arguments against admitting 
immaterial quantities into Economics, they appear to us to be 
unsound, and founded on a complete misconception of the nature 
of Economic Science. They are against all the analogy ot 
Physical Science, and against the authority of all preceding 
writers, except the Economists. 

We may say, in the first place, that there is no difficulty in 
deciding what is Wealth and what is not, because as Economic 
Science deals with nothing but exchanges, all immateiial pro- 
ducts which are made the subject of exchange are within its 
pale, and those which are not made the subject of exchange are 
not. Moreover, their value is capable of as exact measurement 
as that of material substances. If the market price of so much 
instruction of any sort is a guinea, its value is measured with 
exactly the same precision as that of any material product 
whose value is a guinea. The distinction between persons who 
merely exercise their vocal and instrumental powers for the 
pleasure of themselves and their friends, and those who earn an 
income by them, is perfectly plain and distinct. The one is not 
a subject of taxation, the other is. 

To say that we cannot make a catalogue of all the immaterial 
products in a country shews an entire misapprehension of the 
nature of Economic Science. No Economist ever yet thought 
of taking an inventory of the pots and pans in a gentleman’s 
kitchen, or of his furniture, or of the coats and waistcoats in 
his wardrobe. No work on Economics ever yet attempted to 
give a valuation or catalogue of all the things in a country. 

To suppose that it is necessary for Economics to enumerate 
all the things in a country, is as baseless as to suppose that it is 
necessary for the Science of Mechanics to enumerate all the 
steam engines and other machines in a country; or for the 
Science of Medicine to enumerate all the medical cases in a 
country; or for Zoology to enumerate all the animals in a 
country; or for the Science of Cliemistry to ascertain the 
fiuaiiiity of chemical elements in a country ; or for the Science 
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of Optics to eniiiiierate ali the telescopes in a country Tbe-e 
are the statistics of their several siihjeots, and may ha\e then 
interest caul their use, hut they form no part- of tlie science of 
the subject. 

If the arguments of JMalthiis were true, there could not he* a 
Science of Economics until all things in a country Inul Inuai 
catalogued, a doctrine as irrational as to say that there could 
not he a Science of Mechanics until all the machines in a cmintiy 
were numheredj nor a Science of I^Tatural History until all animals 
were numbered, nor a Science of Optics until all the telescopes 
were numbered — a doctrine whicli is obviously untenable 

It appears to us that the plainest principles of common sense 
are against the doctrines of Malthus. Economics treats of 
Exchanges. 'Now it is certain that, in this country at least, 
nineteen-twentieths of the Exchanges which take place are of 
immaterial and incorporeal quantities. Now it certainly appears 
to be repugnant to the plainest principles of science to exclude 
from the Science of Exchanges at least nineteen-twentieths of 
the Exchanges that actually occur. 


071 the common difficulty felt in admitting Immaterial cmd 
hcorporeal Elements into Economics. 

16 . The real difficulty which impedes the true comprehension 
of the subject is very similar to that which for a considerable 
time obstructed the reception of the Newtonian doctrine of 
gravity on the Continent. It Kiel been laid down as a dogma 
from the days of the Greek Philosophers that a body cannot act 
where it is not. When, therefore, the Newtonian doctrine of 
central forces was published, shewing that the motions of the 
planets might be all accounted for by certain forces emanating 
from the sun and themselves, the opponents of the system 
maintained that it violated the fundamental principle that a 
body cannot act where it is not, and many of the most dis- 
tinguished philosophers on the Continent, such as Leibnitz, 
lliiyghens, J. Bernouilii, refused to receive it on that account. 

A very much more specious dogma, however, is at the root of 
the common unwillingness among iiniiistructed writers to 
admit Immaterial and Incorporeal elements into Economics. 
From the days of Anaxagoras and Epicurus it has been handed 
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down from age to age by succeeding generations of physicists 
that JSTothhig can come out of N'othing, and that Nothing can 
<jo haciv into WofMng. The fundamental dogma of Lucretius, 
the hierophant of the Epicurean Philosophy, is that Nothing 
ccf}i come oui of Nothing^ L, 151 : 

‘‘Null AM uem e Nihilo gigni divinitus unquam 

A iS; sj- sji ^ sfc 

Nil igitur fieri de Nilo posse fatendumst ” 

Moreover, that Nothing can go hctch Into Nothing^ I. 216, Ajc. . 

Hue accedit iili qiiseque in sua Corpora riirsuin 
Dissolyat Natuia, neque ad Niliilum intciimat res 

it A ^ 9!e ^ 

Niilliiis exitium patilur Natura videri 

its t 4- i- 

Immortali sunt natura pnndita ceite 
Hand igitur possunt ad Nilum qusoque rcverti. 

^ ^ ^ ^ H 

Hand Igitur redit ad Niliilum res ulla, sed omnes 
Discidio redeunt in corpora material. 

A A ^ \ ^ % 

Hand igitur penitus peieunt qusecunque videntur 
Quando alid ex alio leficit Natuia, nec ullam 
Rem gigni patitur, nisi morte adjutum aiiena.” 

And this is the constant refrain of the Liicretian Philosophy, 
that Nothing can he produced from Nothing that Nothing 

can go hack into Nothing^ 1 , 266, i%c. : 

“ Nunc age res quoniam docui non posse creari 
De Nihilo, neque item genitas ad Nil revocari. 

-tf if 

At quoniam supera docui Nil posse creari 
De Nihilo, neque quod genitumst ad Nil revocari 
Esse immortali Piimordia corpoie clehent 
And this is tlie identical doctrine which physicists maintain 
to the present day. Chemists delight to expatiate to tlieir 
audience on the indestructibility of all things. How, seeming 
destruction is merely the dissolution of atoms under their pre- 
sent combinations, to re-appear in new forms and new combina- 
tions in perpetual succession. 

But Economics and Law confound the best settled doctrines 
of the sages of old. It is true that many Economists have 
d.eclared that man can call notliing into existence, and that ail 
wealth comes from the earth. That wealth is but the particles 
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of Biatlei', and tliai all that man can do is to n'-arnmgo them, 
or place them in n new position, and lei Xatiire do tlu‘ n‘st. 
But their own doctrines, their own hooks, their own ilelinitions 
ooufbiiiid all such notions. Economists, with seaK*(‘lv an c\<*(*p- 
tion, are now agreed that whatever can he exchange*!, whatevm’ 
can be bought and sold is wealth. Twenty-two centinies agi> 
the author of theEryxias irrefragably proved that Kxowlfduk 
is Wealth. Aristotle defines wealth to he cvei'i/lhmf/ vchose 
value can be measured in money. Smith, Say. Whately, Senior, 
and Mill all admit the intellectual qualities and talents of the 
people to be Wealth. 

Knowledge, therefore, by the very generality of the definition, 
and the consent of every modern Economist of note — is Wealth. 
And where does knowledge come from ? And what is it formed 
out of? Does it come from the earth, and is it formed out of 
the materials of the globe ? We should imagine that few would 
maintain that. All that we know is that knowledixe originates in 
the mind. Knowledge is formed m the mind, by great Labour 
very often; but is it formed out of the materials of the mind ? 
And if so, what is the mind composed of? Does it come from 
the earth ? Are we to have an atomic theory of knowledge, or 
of the mind ? Will some metaphysical Dalton tell us"^ that 
knowledge or the human mind is composed of indestructible 
primordial atoms ? 

IloWa TCL detpcij kovoev civdpWTrov ^sivoTEpov TreXen 

But this same knowledge— cometh it^ What is it'? 
Whither gocth it ? 

We know not — Do our readers? 

Kathless it is Wealth: and, therefore, it is within the 
domain of the Economist. It may be bought and sold : it may 
be valued : it may be accumulated : it may be handed down 
from age to age like any material product whatever. It is the 
produce of Labour just as much as any material pioduct: every 
one of the great sciences is the product of the labour of in- 
numerable toilers. The acquisition of knowledge is the acqui- 
sition of Wealth: and the loss of knowledge is the destruction 
of Wealth. And is the loss or destruction of knowledge the 
dissolution of indestructible primordial atoms ? Here, then ai-e 
vast masses of Wealth; and the ipmstion is where does it come 
from? And wEat is it composed of? And there can be but 
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two answers to the question. Either knowledge is composed 
of indestriictihle primordial atomSj or it is not. If it be so, 
then of course the formation of knowledge is not the creation 
of Wealth out of nothing. But unless we are prepared to 
admit that — and who is ? — the formation of knowledge must 
be the creation of Wealth out of nothing. And the loss or de- 
struction of knowledge must be the Deoseation', or the return 
of Wealth into hTothmg ! 

As one example of this out of thousands, we may take a caso 
that was some years ago before the Scotch Courts. In the be- 
ginning of the I'Zth century, a man named Anderson discovered 
a ivay of making pills which soon became very popular. The 
secret of making these pills has been handed down from genera- 
tion to generation, and has been a constant source of wealth to 
the possessors of it. Some years ago the owner of it became 
bankrupt, and his creditors claimed the right of having it 
given up to them, as part of the bankrupt’s property. The pills 
have been analysed in vain hj chemists, and the secret of their 
composition has never been able to be discovered, ISTow here 
is a manifest case of a trade secret — knowledge — being Wealth 
— and where did this w^ealth come from ? And what is it com- 
posed of ? Did it come from the earth ? And is it composed 
of the materials of the globe? And yet it has been handed 
down as an heirloom from age to age. If the owner of the secret 
died without divulging it, there Avould he a manifest loss of 
Wealth And what would become of it in that ease ? And this 
is only a particular example out of countless others. Trade 
secrets are expressly held in Law to be partnership assets. 

Here, then, we have eiiormoiis masses of what every Economist, 
now-a-days, admits to be wealth, which overthrows the doctrine 
of the Physical Philosophers, that Nothing can come out of 
Nothing, and that Nothing can go back into Nothing. The 
doctrines of many Economists are equally overthrown, who say 
that all wealth comes from the earth, and that man cannot create 
wealth. For here we have great masses of wealth, which 
manifestly do not come from the earth, and are created by man. 
Hence it is manifest tliat there is another source of wealth 
besides the Earth, namely — the IIumaxt Mind. 

But the third s])ecies of Economic Quantities do not originate 
in the Earth, nor yet in the Mind. And here again we may 
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observe that Liierctins is at fault. For lie says tliat tlu-rc i'^ 
nothing besides the void wliieli is separated iroin soniethiue 
corporeal. I., 420, &c. 

Omnis lit cst i^itur, per se Xatiira daalais 

Coiisistit rebus, nain Coupon a sunt et lx vxe 

^ -i. SH 

ProDteiea nihil esl, quod possis dicere ,ib onun 

Coipoie sejunctum, secrctumqii’ esse ab Inaj^i 

i' >f 

Et facere et f iingi sme Corpobe nulla potest i cs 

V Sf » # t 

Ergo iRfeter Inane et Corpora, teriia per se 

ISTulla potest rerum m numcro Nalura relinqm ’’ 

From these lines it is clear that Lucretius dul not live in llie 
days of Public Debts, Bills of Exchange, and Bank ISTotes, 
Copyrights, Shares, and other Incorporeal Propeity, or la* 
would have found it necessary to modify this part of his 
Philosophy. We have already shewn that the Roman Lawyers 
divided property into Corporeal an<l Incorporeal, and that the 
latter, consisting of pure abstract Riglits, was classed as Wealth, 
just as much as the former. If Lucretius had applied to the 
Roman Lawyers of his day, they would have told him that there 
were abundance of Res Incorporales, which ^\faciehant^^ and 
fungehantur'^'’ without any €or 2 ms at all. If he had got his 
friend Cicero to explain to him the system of Roman Banking, 
lie would have found in it the overthrow of the fundamental 
dogma of his pMlosopliy. And in every system of Law tlie 
same distinction of property exists. Now, Bank Notes, Bills of 
Exchange, c%c., are separate, independent, exchangeable property, 
and, therefore, ex m termini^ and also by the express declaration 
of Roman Law — Wealth. And -what are they? Simply credit 
— Debts. And where do these Debts come from ^ Do they 
come from the mateiials of the globe? Are they, too, formed 
of indestructible primordial atoms? When a debt is created, 
is it the combination of material atoms? And when it is 
extinguished, is it the dissolution of certain material particles 
to reappear under another foimi ? Are debts even the products 
of Labour and the Human Mind? 

How is a debt created? By the mutual consent of two 
minds. By the mere fiat of the Human Wilh And how 
is a debt extinguished ? By the mere fiat of the Human WilL 
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NoWj when two persons have agreed to create a debt — whence 
does it coined And what is it composed of ? Is it extracted 
from the materials of the globe ? Does it come even from the 
mind? No ! it is a valuable product, cieated out of Absolute 
Nothing, by the mere flat of the Human Will. And when it is 
extinguished, it is a valuable product Decheated into Nothing 
by the mere flat of the Human Will. 

But besides Debts, there is an enormous mass of valuable 
property of a similar nature created by the mere Will of the 
Legislature, siicli as Copyrights, Patents, &c. It is true thal 
the Legislatui e cannot make a Copyright a valuable Ihing ; its 
value must proceed from a different source. But it can create 
the Bight, and prevent it from being destroyed Now the Copy- 
rights held by a publisher are part of his fixed Capital. They 
are part of liis Wealth, just as mucli as so much land. Whence 
do they come ? From the materials of the globed Or even 
from the human mind? It is clear that Copyrights are the 
pure creation of the Will of the Legislature. Suppose that the 
Legislature were to abolish Copyrights : would not that be an 
actual annihilatio}( of Wealth, and not merely the dissolution 
of material atoms ? 

Precisely the same considerations apply to vast amounts of 
Property of a similar nature : such as policies of insurance, 
leases, and annuities of all sorts, such as iiublic debts and others. 
They are all Property created by the mere flat of the Human 
Will. And who can form the most distant conception of the 
value of all the Incorporeal Property in G-reat Britain ? 

Hence we observe that there is a third source of Wealth be- 
sides the Earth, and the Human mind, namely, the Human 
Will. By far the largest portion of Economic Quantities are 
merely the creations of the Human Will. 

We may observe that Credit in Economics is very much ana- 
logous to Gravity in Mechanics. Gravity is Force pure and 
simple, dissociated from any material agency, and for some 
time some eminent men felt a difficulty in believing in it for that 
reason. Now Credit is Exchangeability pure and simple, dis- 
sociated from Labour and Materiality, and, therefore, some per- 
sons even yet find a difficulty in believing it to be Wealth, 
But argiiiiient and authority equally declare it to be so. 
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An<l now wo see the ndvanlnoo of roinoTiiiG: jill ni‘ 

Lnboiir and ^laloriality from the dcdiiilion of* Wcaltli : and dv 
fining it to be exclusively an ExeiiAvrnn \i;rE llionr. Wi‘ lane 
sbearii concluaiyely from facts, and the dt'Kdiines of flu* 
einiiiGnt aiitlionties, ancient and modern, and not from ^aiii 
dogmas, tliat man can Create 'Wealth. We do not of (‘ouini^ 
mean that he can create but that lie can create Kionrrs, 

ydiich may be bouglit and sold; and notwithstanding all the 
dogmas of philosophers founded in this instance on im 
perfect induction, tlie Lawyer, the Econoimst, the i\[erchant, 
and tlie Statesman must understand that the enormously greatm- 
proportion of Wealth, in a highly civilized and coinmercnii 
country like Great Britain is the pure creation of man. 

On the A]ppUcatio7i of the Positive and Kegative Signs to 

Property. 

lY. We have seen that Economic Quantities, or Economic 
Rights, are of three species: — 1st, Property in some material 
substance which has already been acquired : 2nd, Property in 
ourselves, our talents and services : and 3rd, Property in somctliing 
which is only to be acquired or enjoyed at some future time. 

Now we can absolutely part with, and divest onrselves of the 
Property in material substances, or the first species of Economic 
Quantities; in exchange for some reward, we can transfer to 
some one else the right to make use of our intellectual qualities 
or services, for a limited period or a special occasion. But 
though we may receive a reward for exercising oiir faculties in 
some person’s service, we do not part with them : we may sell 
our knowledge, but it is not gone away from us. Like a candle 
which conimimicates light to others, it does not dimiiiisli our 
owm light: a man may sell his instruction, but it does not 
diminish his own store. Tlie third species of Economic 
Quantities are intangible and invisible like the second s])ecies, 
but they are transferable like the first, and when we exchange, 
or sell tliem, we divest ourselves absolutely of our property \n 
them, as vre do of the first species. 

Now we observe that the two species of Property of which 
wm can absolutely divest ourselves, are inverse to eacli other. 
Property, like Janus, has two faces, placed back to back. It 
regards the past and the future, and is therefore of opposite 
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qualities. 'Now, in all Physical and Mathematical Science, it is 
invariably the custom to denote similar quantities, but of 
opposite qualities, by opposite signs. Hence, as a matter of 
simple convenience, and following the usual custom in Physical 
Science, if wo denote one of these Properties as Positive, we 
may, as a distinguishing mark, denote the other as Negative, 

We shall not here examine the important consequences which 
flow from this notation. We simply say at present, that if we 
denote Properly in a product that has heeii acquired as FosUlve, 
it is perfectly consonant with the universal practice in Physical 
Philosophy, to denote Property in a product that is to 'be 
acquired as Negative. 

Now Property in a thing that has been acquired is Corporeal 
Property; and Property in a thing that Is to be acquired is 
Incorporeal Property. Hence, if we denote Coiporeal Propcity 
by tlie Positive Sign, it is strictly in accordance with all P]i}’'sical 
Philosopliy, to denote Incorporeal Property by the Negative 
Sign. 

And as in all Mathematical and Physical Sciences, the whole 
Science compiehends both Positive and Negative Quantities, so 
the whole Science of Economics conijirehends both Positive 
Economic Quantities and Negative Economic Quantities, or 
Corporeal Property and Incorporeal Property. 

0)1 the Classification of Property, 

18. We shall now show the practical convenience which 
arises from this distinction of Economic Quantities, as Positive 
and Negative, for many species of Property are of a mixed 
nature ; that is, the entire Property in them consists partly of 
Corporeal Quantities, and paitly of Incorporeal Quantities. 

Property in Land is the highest property of all: and to 
understand the nature of Property m Land is tlie grammar of 
Property in general. 

Things difter in their use according to their nature: some 
perish in the use : some perish from causes independent of their 
use: some are in a state of complete existence, and do not 
perish, and they give the means of complete enjoyment, as 
statues, gems, &o. 
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But Land is iiulesliuetible in its nature ; il*^ u^e iiuliiube<l 
ill duration, and constant and uiiiibiin in it» quality. 

Kow suppose iliat we ]uii chase an estate in land t(U tnt^ ‘nhiu 
of £100,000 iiliere is the lalue for uiir luoiuw ? Does it con™ 
sist in things which have a present existence ? The leriest tyio 
would answei — Ceilainly not. AViiere, then, is tlie equivalent 
for the purchase money 

When we pureliase an estate in land, we piirehase the Bight 
to the actually existing products of the land and labour, such as 
the houses, the timber, the crops on tlie ground, together with 
the Right to receive its annual profits, or produce, for ever. 1 hat 
is to say, we purcliase the Property to receive actually existing 
material products, together with a series of products which wdll 
onl}^ come into existence at definite inteivals of time for ever. 
Thus Property in Lund consists of two perfectly distinct parts, 
Property in the products of the past, and the Property in tlie 
produce of the future — say £3,000 a-year for ever. 

This Property in Land may be conveniently denoted thus : — 
Existing produce of tlie land, together with — £3,000 — £3,000 — 
£3,000, &c., for ever: wheie the Negative Sign means that the 
profits will come into exisbmee at future intervals of time. 

But though the yearly jDroduce of the land will only come 
into existence at future intervals of time, the Property, or Right, 
to receive it as it <loes come into existence is present, and 
may be bought and sold like a table, or a book, or corn. That 
is to say, each of these annual profits for ever has a Peesext 
Yahje, and the purchase money of the land is simply tlie 
sum of the present values of this series of future payments 
for ever. 

Now the Right to receive any, or any number of these future 
profits is an estate in land, and as the entirety of the estates 
may belong to different persons, we have the whole legal doc- 
trines of estates in remainder, in fee, in tail, in reversion, 
with all their complications. 

Again, although this series of future payments is infinite, a 
simple Algebraical formula shews tliat it lias a finite limit, and 
what that limit is, depends partly upon the current rate of 
interest, as well as circumstances affecting each locality. Pro- 
perty in some parts of the country may be depressed below such 
a value by various local circumstances, and Property in other 



mCOliPOREAL PROPERTY. 


179 


§ 18.] 

parts of the country may be increased in value above tlio usual 
rate from other local circumstances. 

When the usual rate of interest is 3 per cent, it is found that 
the total property in Lind is worth about 33 times its annual 
profits, and consequentl} 32 parts out of 33 of the total property 
in land is Incorporeal, tl^e remaining pait only being Corporeal. 

How when a purchaser has paid for the land, it may be said 
without any very great metaphor, that it oioes him a series of 
annual payments for ever, as he bought it merely on the belief 
that he would receive them, hence we may call this Right to 
receive the future produce of the land the Cuemt of the land. 
And it is by the notation we have adopted, a Negative Economic 
Quantity. 

When a trader of any sort has established a business of re- 
putation it may be calculated after a certain time what the 
profits may be expected to be ; and the Right to receive these 
future profits is a recognized article of commerce, and is called 
the Goodwill of the business. It is the sjjei, or the 

emptlo rel speratiB of Roman Law. This property is the result 
of the tradei’s Labour and Talents, and is manifestly incorporeal, 
and lies wholly in the future, and is therefore negative. 

That the goodwill of a business is a valuable property is sci 
well known to every trader, lawyer, and man of business, that it 
may seem almost superfiuous to mention it. Yet J, B. Say is 
the only Economist, that we are aware of, who recognizes the 
existence of such property ; and even he seoms tofoigetitin 
many of his doctiincs 

We may cite an instance which may interest our readers. 
Boswell says that Thrale, the great biewer, appointed Johnson 
one of his executors In that capacity it became his duty to 
sell the business. When the sale was going on — ^LJolmson ap- 
peared bustling about, with an inkhorn and pen in Ins button 
hole, like an exciseman ; and on being asked wliat he really con- 
sidered to be the value of the property which was to he dis- 
posed of, answered, We are not here to sell a parcel of boilers 
and vats, but the Potentiality of growing rich be} end 
the dreams of avarice.” This latter phrase was merely a 
Johnsonian expression for the goodviii of the business. 
The price realized on this occasion was, we are told 
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elseAvliere, £ld5fi00. Now tliis mm was not given for tlic 
boilers and vats only, tlie result of labour: ])iit it 

Gompielieii'led . Ist, a siiiii for tlie actual space of ground on 
wliicli tlie brcAV cry stood, A’^liicli space of ground was not tlic 
result of labour at all, and whose value was in no way due to 
laliour ; 2Tid, the price of tlie houses i'lpd buildings, the boilers 
and the vats, the result of past labour; and 3rd, the price of the 
incorporeal potentLcdity (tlie emptlo rci speratce) which lay 
wholly in the future, and was therefore Negative by onr nota- 
tion. Now this potentiality was the result of labour, hut it was 
not corporeal ; hut it couhl he bought and sold : it could not be 
bandied or seen, but its value could be measured in money : and, 
therefore, it was wealth. 

A third species of Incorporeal Property of a similar nature 
to the preceding is the Puactice of a professional man. 
When a professional man, such as a doctor or an attorney, 
has establislied a good reputation, the expectation of the 
future profits is a valuable property which may be sold, 
and is called a Practice. Nothing is more common than 
for a young doctor or attorney to buy a practice. This is also 
the eraptio spei : and is onh^ another name for the goodwill of a 
business. It clearly lies wholly m the future, and is therefore 
Negative. 

A fourth species of Incorporeal Property is the Copyetght 
of a work of literature or art. When an author or an artist has 
produced a great work, the laws of all civilized countries give 
him the exclusive right to multiply copies of such a work by 
printing, engraving, &c., and receive the profits of their sale. 
This exclusive right is termed Copp’ight, and lasts for a longer 
or a shorter time in different countries. The books or en- 
gravings already printed are the corporeal results of past 
labour, but the Right to receive the future profits is incor- 
poreal: this also is emptio spu: it lies wholly in the future, and 
is therefore Negative. 

A fifth species of Incorporeal Property, which in recent 
times has attained colossal magnitude, is the Shakes in com- 
moTcial companies of all sorts. 

When persons unite to form a Joint Stock Company, they 
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each contribute a sum of money wbicb is the result of past 
labour, and is called the Capital of the Company. In exchange 
for this money, ihc subscriber leceives a certificate that he has 
contributed so much capital, which gives him tlie right to 
share in the future profits to be made by trading in the pro- 
portion in which he contributed to the paid-u23 Capital. 

And here it may not be amiss to say a few words as to 
the nature of shares m commercial companies. It might 
pcrliaps appear that the stock, or shares, in a Company, were 
identical with and represented the very money paid in as 
Capital. This, however, is an important error. In the first })lace 
it IS clear that if the shares were merely one pro])erty with the 
actual capital, they never could exceed it in value For if a 
man has merely the right to receive back the identical cpiantity 
of money be paid in, of course the share cannot exceed it in 
value. 

But when a shareholder pays in money to foini the capital of 
a company, the property in the money is gone from him in his 
individual capacity, and is passed to the company, which is a 
distinct entity fioiii its individual members, and except in the 
extreme case of the dissolution of the company, a shareholder 
has no right to demand back any pait of the original ca 2 )itaL 
The Share is nothing but the right to a proportionate share of 
the future profits. 

Hence, we see that the shares in a company are purely in- 
corporeal property : and that the money ]'aid in and the shares, 
are two separate and distinct properties. The capital is corporeal, 
the shares are incorporeal, and therefore hTegative. 

A sixth species of Incorporeal Property is a Patent, which 
bears the same relation to a mechanical invention that copyright 
does to a work of literature and art. The machines actually 
made are the produce of past labour, the Patent is the exclusive 
right to receive the profits to be earned by constructing and 
selling machines in the future. 

There are several other species of Incorporeal Property, such 
as Tithes, which were the riglit to receive a certain portion of 
the produce of the earth, an estate in laud, now commuted into 
a rent charge; Geound bents, the right of receiving a sum 
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of money for the occupation of a certain ‘‘^pace of ground; 
Tolls, Ferhees, the right of demanding a }>aYnient fm* n^ing 
them. These are all Higlits to future products, and therefore 
ISTegative. 

We now come to a species of Incorporeal Proper ty of the 
greatest importance. It has already been seen that the total 
property in laud consists of two distinct parts, the piop^eity in 
the past produce, together with the property in the future 
produce. 

iSIow, a nirn eYercismg any profitable profession or business, 
is an Economic Quantity which bears in many respects a strong 
analogy to laml He may liave accumulated a quantity of money 
the fiuits of his past industry, but over and above his accumu- 
lated money he possesses his abilities, his character, &c., or his 
capacity to earn profits for the future. And of course he has a 
Pioperty in the expected future products of his industry. 
Thus, the value of a man as *an Economic Quantity consists in 
the Property in the products of his past industry, together 
v^ith the Property in the products of his future industry, which, 
of course, are inverse and opposite to each other. And, as in 
the previous cases, if we choose for tlie sake of convenience to 
designate tlie one, money, as Positive, we may for the sake of 
distinction designate the other as Negative. 

And there are two ways in wliich he may trade. He may buy 
goods by exchanging some of his property in money or the 
truits of his past industry, or lie may purchase goods, by giving 
the Eight or Property to demand money at a future time, to be 
nnule by his future industry. This Property or Eight to 
demand money at a future time is a species of Incorporeal 
Property called Credit or Debt. 

How, as iar as we have gone we ha?e found the adaptation of 
the simple Negative Sign sufficient to explain the classification 
of Property. Ho one who has studied the Theory of the 
Negative Sign, as developed in comparatively recent years, can 
fail to see that the designation of Property in the future by 
the Negative Sign, for the purpose of contra-distinguishing 
it from Property in the past, is perfectly analogous to its use in 
Physical and. Mathematical Science. A man’s property in 
the future earnings of his industry is as clearly a part of his 
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property as Iiis riglit to reap the future produce of his land. 
And he may sell and transfer the one as well as the other. But 
when a man comes to trade wnth this propeit}’’, considerations 
of a more complex nature aiise, and we must describe the/ac^s 
in order to see how they are to he classified. 

When a man pui chases goods with his credit, or his promise 
to pay, the goods become his absolute pioperty, just as if he had 
bought them with money. But exactly at tlie same instant 
that these goods become the property of the tiader there is 
created in the person of the seller the Property or the Bight 
TO Demain'I) payment for them at a fixed time, and also at 
the very same instant there is created in tlie peison of the 
buyer the Duty to Pay for them at the fixed time. 

By this operation a ITexns or Contract is created between 
these two persons. And this Contract contains within itself 
two distinct things, the Right to Demand and the Duty to 
Pay, and these two are manifestly inverse or opposite to 
each other, so that if the HUjlit to Demand be Positive, the 
Did!/ to Day is ISTcgative. A Duty may manifestly be called a 
IsTegative Riglit, just as a retarding force may be called a 
negatim accelerath^g force And here at last we have found 
what it is that Mathematicians mean by calling a Debt a 
Negative Quantity, which we shall have to investigate at much 
greater length in a future chapter. A contract, therefore, 
comprehends two ojiposite quantities, the Dlght to Demand 
and the Duty to Day, and as these are created siniiiltaneously, 
and cannot exist sepaiately, and can only bo extinguished 
simultaneously, they hear an analogy to Polar Forces. 

The PtiGHT residing in the person of the creditor is always 
termed the Chedit. 

The Duty residing in the person of the debtor is always 
called an Obligation. 

The word Debt is applied both to the Right to Demand and 
the Duty to Pay, though it would certainly appear to be better 
to restrict it to the Duty to Pay. 

When this contract is written on paper it is called indifferently 
an Obligation, a Credit, or a Debt. 

Now the Duty to Pay must evidently always remain fixed in 
the person of the Debtor. But the Right to Demand, or the 
Credit, is the absolute properly of the Creditor, and he may 
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ever it is so ti .‘insien ed, n INiVUs or (kuitrect kikes ])Li(*e 
belAei'ii 1 ]h‘ toiiisfl lee oi* tlie Kiglit or llie (.'rodit, and tie* 
oii« 4 !iial tlel)to!%aiid ]} can onl} ]>e e\l iiiguislied by tkeU'WsliHg 
ui’the Ibolil. or llie Creilit, in tlie }A*rson oT ike doktta i\lieiiee 
it originally euianated. 

Tkc preetHiing remarks i\iil be siiilleient to gi\e an oiithnt of 
the iiatuie of tins proporiy i^liick in modern times Inis been 
dcvelojieil into a colossal magnitude. Tlie creation, circnlation. 
and extinction of these credits is the most gigantic branch of 
modern commerce, and is fully examined in a iutiire chapter. 

The last species of Incorporeal Property is also of great 
magnitude in this country, and is of the same nature as the last. 
Not only may each individual purchase with the right to 
demand money, but the nation itself in its corporate capacity 
may buy money by giving in exchange for it a High! to demand 
future payments. These Rights are called the Funds, Stocks, 
or Public Debts, or Public Credit. TTe sliall also have to 
examine the system of Public Debts hereafter. 


On the Definition of Value. 

19. Economic Quantities are, as we have seen, of three dis- 
tinct species, each of which may at any time be exchanged for 
any of the others, giving rise to six different species of ex- 
changes. 

Now if at any time any Economic Quantity A can be 
excliaiiged for any other Economic Quantity B, then the quantity 
A is termed tlie Value of the quantity B ; and B is likewise 
termed the Value of A. Now as each of the three species of 
Economic Quantities may be exchanged for either of the others, 
any quantity may have value in terms of the others. Suppose 
that at any time 1 q %, of gold will exchange for 15 oz. of silver, 
then it is said that 1 oz. of gold is of the value of 15 oz. 
of silver, which is simply the following equation : — 

1 oz. gold=I5 oz. silver. 

Hence value may be said to be the sign of equality between 
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any two Economic Quantities, as Aristotle said, I^icomao. 
Ethics^ iv.j c 3 . — 

a^/a XkyETca Trpoc tcl kkTCQ aycSa. 

N'olo the term Yalue is used in reference to External 
Goods.” 

So Digest, 36, 1, 1, 16. — Res tanti valet qnanti vendi potest. 

The Yalue of a thing is what it can he sold forT 

We have then this definition: — 

The Yalue of any Economic Quantity is any other 
Eco7tomiG Qua^itiiy for which it can he exeJumged. 

Hence any Economic Quantity has as many values as 
quantities it can he exchanged for ; and of course, if it can be 
exchanged for nothing, it has no value. This shews that there 
is no such thing as absolute value, or universal value, because 
there is nothing, probably, which can be exchanged universally 
throughout the world. 

How, without anticipating the General Theory of Yalue, which 
we shall have to investigate fully in the next chapter, we may 
observe that since a thing which cannot be exchanged has 
no value, it is not the person who ofiTers a thing for sale who 
confers value on it, but the person who buys it. Hence, if a 
person wishes ever so much to exchange away his product, if no 
one will give him anything for it, it has no value ; if an 
exchange takes place it can only do so from the reciprocal 
desire of two persons for some product or property of the other. 
Hence it is clear that Yalue 7ieoessa7'ily requires the con- 
curre7%ee of two minds. 

Yalue, thei’efore, by the very definition, like distance, or an 
equation, requires two objects. Y^e cannot speak of absolute, 
or intrinsic distance, or equality. An isolated object cannot have 
distance, or equality. If we are told that an object is distant, 
or equal, — we immediately ask — Distant from what ? or Equal 
to what? So it is equally clear that a single object cannot have 
value. If we hear of an object having value we must always 
inquire Yalue in what ? And it is clear that as it is absurd to 
speak of a single object having absolute, or intrinsic, distance, or 
being an absolute or intrinsic equality, so it is equally absurd 
to speak of absolute, or intrinsic value. And as no single body 
can be a standard of distance, or equality, so no single object 
can possibly be a standard of value. 
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0/^ ihe J)tjhut/ojt ,j;* Cci:nf:\^Y, PiiET)!!, Ciii- 

IT LATENT 3lK]>n C \u^ ii vri,»x 

‘20. There is one specie'^ of Eeoiionint (Oinintily of siuhi 
great iiiipoi Itnice that Ave nui^t de\ote some s]>t‘eial attention to 
it — and that is i'doiicy and 

Ill the primitive ages of the worhl tvchave almudant cnidenee 
that there was uo such thing as money. "VVlien poisons iiaded 
they exchanged the products directly with one anoiiier. Thus 
we have, Iliad, vii., 408 : — 

AijfiroLO TTapiaTacay oirov ayovacu 

Ei'Oev dp’ oli'ii^ovTO kcipr) kOfiOiDvrec 'Jvyxaoi, 

TVXXoi fily aWoi ca'idcji'i (xiu'jpop, 

*'A\\oi 3 e pipolg^ aWot o avrpcn /SoecrcTiy 
’'AXXot o’ aycpa 7 r 6 o£(r<n* 

From Lemnos’ isle a numei'ous fleet had come 
Freighted with wine ^ ^ 

All the other Greeks 

Hastened to purchase, some with brass, and some 
With gleaming iron , some with hides 
Cattle or slaves. 

The mconveniences of this method of trading are palpable. 
What haggling and bargaining it would require to determine 
how much leather should be given for how much wine ; ho^v 
many oxen for how many slaves ! Some ingenious person would 
then discover that it would greatly facilitate traffic, if the things 
to be exchanged could be referred to some common measure of 
value. There are several passages in the Iliad and Odyssey 
which shew that, even while traffic had not advanced beyond 
barter, such a standard of reference was used. We find that 
various things were frequently estimated as being worth so 
many oxen. Thus, in 11. II., 448, Alinerva’s shield, tbo ^Egis 
had 100 tassels each of the value of 100 oxen. In II. VI., 234, 
Homer laughs at the folly of Glauciis, who exchanged his 
golden armour, worth 100 oxen, for the bronze armour of 
Diomede, worth nine oxen. In Ii. XXIII , VOS, Achilles ofiers 
as a prize to the conqueror in the funeral games in honour of 
Patroclus, a large tripod, which the Greeks valued amono' 
themselves at twelve oxen, and to the loser a female slav^, 
which they valued at four oxen. And in the same book, 885? 
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Achilles stakes a spear and a caldron worth an ox. But it 
uxust be observed that these oxen did not pass from hand to 
hand like money. The state of barter still continued, as it is 
quite common at the present day, when the precious metals are 
used as money, to exchange, goods according to their value in 
money. Such a state of thmgs in no way implied money or 
curieiicy, or circulating medium. 

The necessity for money arose from a somewhat different 
cause So long as the things exchanged were equal in value, 
there would be no need for money. If it happened that 
whenever one man required the services of another, that other 
at the same time required an equivalent amount of service to be 
rendered in return, such transactions could take place with great 
iacility, and the amount of sei vices on each side being equal, 
there would be an end of the business. But it would often 
happen that when one man required the services of his neighbour, 
that neighbour would not require an equal amount of service at 
the same time, or even perhaps any at all. If, then, such a 
transaction took place between them, with such an unequal 
lesult, there would lemain due a certain amount of difference, 
or amount of service due from the first to the second, and this 
would constitute a Debt — that is to say, a Eight, or Property, 
would be created in the person of the ci editor to demand 
something at some future time from the debtor, and at the same 
time a Duty would be created in the person of the debtor, to 
pay that something. 

The second would require, however, at some future time to 
have the balance of service due to him performed, and the debt 
discharged. Moi cover, for his own security he ’would like to 
have some evidence, or memorial, to prove the debt, and ac- 
cordingly he might reqiiiie the debtor to give him some sign or 
token of the fact. A statement in writing acknowledging the 
debt, and promising to render the service due whenever called 
upon to do so, would be a natural form of such evidence. 

We may now suppose that the second person has dealings 
with a third, and requires his services, but tliat the third has no 
immediate use for the services of the second, but requires those 
of the first. INow if the parties were so circumstanced, what 
would be more natural than for the second to transfer to the 
third the debt due to him from the first? A similar operation 
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migiit be repented an indefiiiite number of time^, aiid .-o tlus 
writien obligation, or CMvlenee of a dclib ennblliiu' ife ])Oh“ 
sessor of it to demnud some sei\ice to be read tied b> tla* 
debtor, would pass from liand to baud, or ])C (nirriht ; aud iiom 
tills use of it the tiling itself lias, by a confusion ol ideas, come 
in recent times to be called a CurvEENOv. 

This Currency is nothing more than the evidence of service 
having been lendered for which an equivalent has not been 
received, but which may be demanded immediately or at some 
fixed time. It is obvious that, as soon as it has been rendered, 
the evidence of its being due must be given up to the debtor to 
be destroyed, as he has now discharged his duty, and as the 
right and the duty were created simultaneously, so they are 
extinguished simultaneously: and so this evidence will be no 
longer current. And if any man renders services to his neigh- 
bours he must in return receive either other services, or the 
evidence of their being due : and if he renders more services 
than he immediately requires in return, he will accumulate a 
store of this evidence for his future w^ants. 

These simple considerations at once shew the fundamental 
nature of a Currency. It is quite clear that its primary use is 
to measure and record debts, and to facilitate their transfer 
from one person to another ; and whatever means be adopted for 
this purpose, whether it be gold, silver, paper, or anything 
else, is a currency. We may therefore lay down as our Funda- 
mental Conception that Currency and Transferable Debt are 
convertible terms ; whatever represents transferable debt of any 
sort is Currency ^ and whatever material the Currency may 
consist of, it represents Transferable I)eb% and nothing else. 

The preceding considerations shew us that the idea of “ Cur- 
rency” is quite independent of that of “Money” which gives 
rise to new ideas, which we shall investigate very soon. It is 
quite possible to have a Currency, even though its most useful 
and general form Money, had never been thought of. If transac- 
tions take place between individuals, it is scarcely possible to 
imagine that there should not be debts, or balances of services 
arising from unequal exchanges between them, and this is the 
basis of a Currency. But it does not necessarily follow that 
there must be money. If the way of conducting commerce by 
means of money had never been invented, a grocer and a wine 
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inercliaiit miglit trade witla each other. If they agreed that a 
bottle of wine and a pound of tea should be considei’ed as 
eqnivaleiitSj the grocer might want so many bottles of wine, and 
if the wine merchant did not want so many pounds of tea, he 
might let the grocer have the wine, on his giving his promise, or 
pledge, to pay the tea when demanded. And this promise or 
pledge might pass through a hundred hands before the ovrner of 
it demanded the tea. It would perform exactly the same func- 
tion as money in circulating goods. 

lYow this form of Currency is by no means so imaginary as 
might be supposed. It is said ^ that in the Ionian Islands it is 
customary in the oil trade for growers to grant oil bills, or notes, 
promising to deliver at a fixed term a stated quantity of oil at 
a certain price. So during the late civil war in America gold 
and silver specie disappeared from circulation, and private tickets 
of all sorts took its place. Instead of money, people liad their 
pockets filled with bread tickets, milk tickets, and railroad 
tickets. If a man went to have his hair cut, and tendered a 
dollar, he could not get change, but he received so many tickets 
promising to cut his hair so many times. In one case we 
noticed in an American paper, pa^mient was made in tickets 
promising to pay strawberries when the season came on. Thus 
the true nature of a Currency is revealed when gold and silver 
money disappear. 

The very same thing is very commonly exemplified in this 
country. When the Post Office sells postage stamps for money, 
it promises to render a service in exchange for the money. 
These postage stamps are very commonly used as small change. 
Almost every one has occasion to send letters by the post, 
and therefore they are willing to receive them in exchange for 
small amounts of goods. Postage stamps are therefore a form 
of currency. 

That this is the true nature of a currency is clear, but this 
was not the earliest form that it assumed. All nations, from a 
very early period, have felt the necessity of having something 
to represent and measure the debt that would arise from an 
unequal exchange; and they have invariably fixed on some 
material substance for this purpose. 

^ Enc'iclopcedia BnUitmu''a, At t, Ionia li Islawh, vol nt j p. 116 
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Diilerciit nations li.-ive used difierent siil)staiio«‘s foi tliis 
purpose. The Hebrews we hnow used silver; altlion^eli no 
money ^Y^xs used at the period oi' the IIonKaac poians, eo])per 
skc\Aers were sometimes alierwards cm}doyed a^ money in 
Greece, which were superseded by the silver coinage oi‘ Plieulon, 
The EtliiopiaiiS used carved pebbles, and the Carthaginians 
leather discs, with some mysteiioiis substance sevre<l up in 
them. Throughout the islands of the Eastern Ocean, and many 
paits of Africa and India, shells are still used. In Thiliet, and 
in some parts of China, little blocks of compressed tea serve as 
money. Salt is used in Abyssinia ; and in the oasis of Africa a 
certain measure of dates, called a hatia, serves as a currency. 
In the last century dried cod was used in Newibundland ; 
sugar in the West Indies; and tobacco in Virginia served as 
money. Adam Smith sa}s that in his day a tillage in Scotland 
used nails. In some of the American colonies powder and 
shot; in Campeachy logwood; and among the Indians of the 
ISTortb American continent belts of wampum served the pm pose 
of a currency. It is said that in 1867 the proprietors in 
Virginia were reduced to such necessity as to use dried squirrel 
skins as currency. And no doubt many other things have been 
used by otlier nations. 

But %vben w^e consider the purposes for which money is 
intended, it is easily seen that no substance possesses so many 
advantages as metal. The use of money being to preserve the 
record of services being due to the owner of it for any future 
time, it is clear that it should not be liable to alter Ijy time A 
money of dried cod would not be likely to keep very long, nor 
would it be easily divisible. One of the first requisites of 
money is that it should be divisible into very small fragments, 
so that its owner should be able to get any amount of services 
at any time he pleases. Taking these requisites into con- 
sideration, it is manifest that there is no substance -which 
combines these qualifications so -well as metal. It is uniform in 
its texture, and it can be divided into any number of fragments, 
each of wdiich shall be equal in value to another fragment of 
equal weight ; and if required, these fragments can always be 
reunited and form a whole again of the aggregate value of all 
its parts. By this means, if we can establish a relation 
between the quantity of the metal and the amount of the debt, 
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then whatever that relation be, or whatever quantity of metal be 
taken to represent any amount of debt, then any fragment of sue!) 
metal will always represent a proportionate amount of the debt. 

That this is the true nature of money has been seen by many 
writers, thus Aristotle says, Wicomac, Ethics^ B. v. c, 5. 

^Yirep de tTjq fxeXkovcn)^ aXkayUjQ (ti rv7' pLijdsv ^arat, on effrai, eat 
derjOp)^ TO vofiKTiia olo?^ ’EFFTHTIIS kanv npuv^ cel yap tovto (jieporTi 
eivat X«/3eIr, 

Eut until regard to a future exchange [if toe want nothing 
at present^ that it may tahe place when %oe do want something) 
money Is as it toei^e our Secukity. For it is necessary thaf> 
he vdio brings it should he able to get what he loants^ 

So an old pamphleteer in 1710 saw the same truth. He 
says^ — Trade found itself unsufTerably straightened and 
perplexed for want of a general specie of a complete intrinsic 
worth as the medium to supply the defect of exchanging^ and 
to make good the balance, where a nation, or- a market, or 
a merchant demanded of another a greater quantity of goods 
than either the buyer had goods to answer, or the seller had 
occasion to take back ” 

So Bandeau, the Economist, whom we have already quoted 
says^ — Tills coined money in circulation is nothing, as I have 
said elsewhere, but effective titles on the general mass of useful 
and agreeable enjoyments which cause the weii-being and 
propagation of the human race. 

It IS a kind of a Bill of Exchange, or Order, payable at the 
will of the bearer. 

Instead of taking his share in kind of all matters of 
subsistence, and all raw produce annually growing, the sovereign 
demands it in money, the effective title, the Order, the Bill 
of Excliange.” 

So Smith says^ — A guinea may be considered as a bill for a 
certain quantity of necessaries and conveniences upon all the 
tradesmen in the neighbourhood.” 

So Mr. Henry Thornton says^ — Money of every kind is an 
order for goods. It is so considered by the labourer when he 
receives it, and is almost instantly turned into money’s worth. 
^ x\ii FbW)/ on Puhlic Cl edit, p, 25 . 

2 Introduction u lo PJidosophe Economique, ® Wealth oj Isntions^ B, II*, G 2 , 
All InquDij mto the Nature and EffecU of the Paper Credit of Oread 

Piitam, p. 260 . 
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It is merely tlm m^lrnnient Ly Adiicli the ])nreliasahle 
of the country is distributed coiivenieit(‘e and advantage 

among the several niembors oi' tlie cummniiit}/' 

This great fundamental trutli v;as a]^o very clearly seen 
by Bastiat. lie says^ — “This is now the time to analyse ihe 
true function of moneyj leaving out of consideration the iniiu*rs 
and imp or t ati on . 

“ You have a crowm piece. What does it mean in your 
hands? It is, as it were, the witness and the })roof, that aou 
have at some time done some AAmrk, wliioh instead of proiitiiig 
by, you have alloAved society to enjoy, in the person of your 
client. This crown piece Avitnesses that you have rendered a 
service to society, and moreover it states the A^alue of it. It 
witnesses besides, that you haAm not received back from society 
a real equivalent seiwice, as vms your right. To put it in your 
power to exercise this right when and hoAV you please, society 
by the hands of your client, has given you an Achioioletlf/ment, 
a Title, an Order of the State, a Token, a Grown 2 oiece, in sliort, 
Avhich does not differ from titles of credit, except that it carries 
its value in itself {?), and if you can read AAuth the eye of the 
mind, the inscription it bears, you can distinctly see these words 
^ Pay to the heemer a service equivalent to that which he has 
rendered to society, value received and stated, proved, and 
measured by that ivhich is on me? 

“After that you cede your crown piece to me. Either it 
is a present, or it is in exchange for something else. If you 
give it to me as the price of a seiwice, see AA'-hat follows : your 
account as regards the real satisfaction with society is satisfied, 
balanced, closed. You rendered it a service in exchange for a 
croAvn piece, you noAV restore it the crown piece in exchange for 
a service : so far as regards you the account is settled. But I 
am now just in the position you were before. It is I noAV who 
have done a service ’ to society in your person. It is I who 
have become its creditor for the value of the work which I 
have done for you, and which I could deA''ote to myself. It is 
into my hands therefore that this title of credit should pass, the 
witness and the proof of this social debt. You cannot say that 
I am richer, because if I have to receive something, it is 
because I have given something ” 

(Em res. To! V , ^Taiidit Are,enf^p 80 
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So again he says ^ It is enough for a man to have rendered 
services, and so to have the right to draw upon society, by the 
means of exchange, lor equivalent services. That which I call 
the means of excliange is money, bills of exchange, bank notes, 
and also bankers. Whoever has lendered a service, and has 
not received an equal satisfaction is the bearer of a warrant 
either possessed of value, like money, or of credit, like bank 
notes, which gives him the right to draw from society, when he 
likes, where he likes, and under what form he will, an equivalent 
service.” 

So again he says^ — take the case of a private student. 
What is he doing at Pans ? How does he live there ? it can- 
not be denied that Society places at his dlspo^al food, clothing, 
lodging, amusements, books, means of instruction, a multitude 
of things ill shoit, of which the production would demand a 
long time to be explained, and still more to be effected. And 
in return foi all these things which have required so much 
labour, toil, fatigue, physical and intellectual eifoits, so many 
transports, inventions, commercial operations, what services has 
this student lendercd to society? iSTone : he is only preparing 
to render some. Why then have these millions of men who have 
performed actual services, effectual and productive, abandoned 
to him their fruits ? This is the explanation : — The father of 
this student who was an advocate, a physician, or a merchant 
had formerly lendered services — it may be to the people of 
China — and had received not direct services, but Tkigiits to 
demand services, at the time, in tlie place and under the form 
which might suit him the best. It is for these distant and 
anterior services that society is paying to-day ; and, wonderful 
it*is ! if we follow in thought the infinite course of operations 
which must have taken place to attain this result, we shah see 
that every one has been remunerated for his pains : and that 
these RiGH'rs have passed from hand to hand, sometimes in 
small portions, sometimes combined, until in the consumption 
of this student the whole has been balanced. Is not this a 
sti ange plienomenon ? 

“We should shut our eyes to the light if we refused to 
acknowledge that society cannot present such complicated 

1 JIw monies Economiques CainfaJ^ p *209. 

>2 Hannonieb Economiqneh, Oj rpunsntwn SatunUf.p 25 
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transactions in wlneli llie chil and penal laws have so little 
part without obeying a wonderfully ingenious niechanisni. 
This mechanism is the object of Political Eciinom}". 

“Another thing worthy of remark is that in this incalculable 
number of operations, which have combined to ahow the 
student to live for a day, there is not, perhaps, the millionth 
part which have done so directly. Tbe numberless tinngs 
which he enjoys to-day are the work of men who long ago 
disappeared from the earth. And yet they were remimerated 
as they expected to be, although he who now profits hy their 
labour lias done nothing for them. lie did not know them — 
he never wull know them. He who reads this page, at the very 
moment he is reading it has tbe power, although perliaps he 
does not know it, to put in motion nion of every country, and, I 
had almost said, of every time — white, black, red, and yellow. 
He makes generations already extinct contribute to his satisfac- 
tion, as well as generations yet unborn ; and ho owes this extra- 
ordinary power to the services his father had formerly rendered 
to other men, who, to all appearance, have nothing in common 
with those whose labour is now made use of to-day. Neverthe- 
less, such a balance has been struck in time and space that each 
one has been paid, and received what he calculates he ought to 
receive.” 

It will be seen tliat these ideas of the nature of money are 
absolutely identical with the fundamental conception given by 
us. Now, let us ask, - Why do peo])le take a piece of money in 
exchange for services or products? They can neither eat it, 
nor drink it, nor clothe themselves with it. They can make no 
direct use of it. The only use they can make of it is to 
exchange it away again for something else they want. And the 
only reason why they take it is that they believe, or liave 
confidence, that they can do so wlienever they please. It is 
therefore, what is called Ckedit. As Edmund Burke says 
of gold and silverb “The two great recognized species that 
re])i eseiit the lasting conventional Cuebit of mankind.” 

Hence we obtain the fundamental definition or conception of 
Crelt : — 

CuEDiT is anything which is of no direct use, hut which is 
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taken in exchange for something else, in the belief or confidence 
that toe have the right to exchange it away again. 

Credit is, therefore, the Right or Property of demanding 
something else wlien we require it. It is the right to a future 
payment and we must observe that Credit is not the transfer 
of something else, but it is the Name of a certain species of 
Property or Right. 

Thus Ortolan says^ : — “ With respect to the first point of 
view, the personal Right is called by us Greance ; by the 
Romans, Nonien, and less usually CreditumG 

A metallic currency possesses a great advantage over the one 
we described at first which derived its current value fiom the 
belief and confidence of the peisons who received it, that the 
debtor could perfoiin his promise. That confidence would 
naturally exist only among liis own neighbours, and at most 
among a comparatively small number of persons wlio had full 
opportunity of knowing the circumstances of the individual, and 
if the persons who took it had dealings with strangeis or 
foreigners, who had no knowledge of the debtor, they would not 
receive such an obligation The service denoted by siuih an 
obligation could only be demanded from the individual who 
gave it, and people in general would not be willing to give their 
services, when they could demand services in return from only 
one person. That person, too, miglit die, or become insolvent, 
which, of course, would destroy the value of his obligations. 
A metallic currency is free from these objections. Its utility 
was so evident to all persons who had commercial dealings, 
that they iiniiersally agreed to receive it in return for services. 
So that when a person receives an obligation expressed in 
nt^tallic currency, he is able to command the services, not only 
of the original debtor, but also those of the whole indiistiial 
comniiiiiity. 

There is clearly, tlion, no difference in piinciple between a 
metallic and a paper ciiriency. A metallic currency is subject to 
its own peculiar disadvantages, because, by its constant wear 
and tear as it passes from hand to hand, it suffers considerably 
by abrasion, not to mention any bad practices that may be 
resorted to to lessen its weight, and as we have seen that the 
quantity or weight of the metal re]>resents the amount of service 

* /JeneraJ^afuw dii thou lonutnu Part If , iit. 1 
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tbe owner can coinmanJ, as the metal decreases in weight, so 
does the amoniit of serviee it re})io>ents gradually ar.d corres- 
pondingly dinniush. j^iper is not siihject to this loss of inaieri.d, 
so that jf it weie possihle to have a pa}>er cuneucy liused upon 
the same credit, and m Inch should he as generally leceived as a 
metallic one, it would he a ])reteral)le furni. 

The pa]_)er currency we have described would in its sim]>lest 
form have the paiticular service or product, it was intended to 
coiiniiand stated on the face of it, as we have seen was done in 
tlie American War This, however, woiihl manifestly limit its 
utility, so hynDi\ersal consent it is almost mvaiiahly the custom 
to make the paper currency of a country represent a certain 
poition of the metallic currency, which is the generally received 
power of commanding ail services and pi o ducts. Paper currency, 
therefore, in modern practice, instead of promising that the 
debtor will render any amount of particitlar service, almost 
always expresses that he will give a certain amount of metallic 
currency, either on demand or at some fixed time. 

The preceding considerations suggest to us a principle winch 
will be found to be of fundamental importance in Economics, 
and it will be seen that it is essentially requisite to bear it in 
mind, in all questions relating to money. It is this — W iikue 
THERE IS KO DebT, THERE CAN BE NO CURRENCY. The debt 
represented the precise inequality of the exchange, and when 
theie is no exchange, tlie debt must equal in value the service 
rendered, lienee, it is perfectly clear, that the use of currency 
is to supply the defect of the exchange, or rather, m most cases, 
to do away with the necessity for an exchange or barter. 

It is hardly neccssaiy to say that this is not the conception of 
the nature of money most usual among writers on Economics. 
The idea most prominently dwelt upon by most writers both on 
the Continent and in England is that money is the instrument 
of exchange,” or is the medium of exchange.” The principal 
writers on Economii*s consider money as an intermediate mer- 
chandi7.e used for the purpose of effecting indirect exchanges. 
This urns the coucoptioii established by the Fhysiocrates, and 
generally adopted by Economists since them. J. B. Say calls a 
transaction effected by money a demi-exchange. So M. Joseph 
Oarnier ^ says that direct liarter ceases as soon as nations emerge 

1 TLlnmnis de Vcmw iue ?n'd edit , p 14, 
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from the infancy of civilization. In civilized countries such 
cases are rare, and often impossible. Thus a bookseller who 
has nothing but books, can but rarely pay his baker, or his shoe- 
maker with books. A certain peculiar species of merchandize 
has, therefore, been devised called money, which the buyers of 
books give to the bookseilcr, and which he can give again to 
these who sell to him. Thus, he says, barter is complicated by 
an intermediate exchange. Tliis money, men have agreed to 
make of silver, and of gold; and in ciiilized countries, the 
shoemaker exchanges his shoes for their equivalent in money, 
for the purpose of again exchanging this money for a hat, it 
may be. The operations of the hatter are similai, and they 
may be represented thus : — 

The shoemaker 

ill St exchanges his shoe^ for money ^ then exchanges the 
money for a liat^ wdiich is equivalent to exchanging 
tlie shoes for a hat 
The hatter 

first exchanges a hat for money ^ then the money for shoes ^ 
which reduces the operation to an exchange 
of a hat for shoes. 

Such is the view of the matter hitherto generally adopted, 
and it may perhaps seem somewhat captious to reject a concep- 
tion sanctioned by so gieat a concurrence of authority. Moie- 
over, allowing that either conception is coirect, it may seem to 
many indifieient which ought to be adopted. We think, how- 
ever, that a careful consideration of the two proposed concep- 
tions will shew that the one we have adopted is manifestly the 
n^ore rigidly accurate of the two. But the true reason why we 
give the prelerence to it over a conception so long established, 
is one which has iirevailed in many other sciences, and lias con- 
clusively shewn which is tlie true fundamental conceidion of the 
science. It is this — that although the simple phenomena of 
monetary science may be explained equally well by adopting 
either conception, yet, when w’e come to the liigher and more 
complicated jihenomena, they are ivholly inexplicable if w^e 
adopt the conception of money as being an intermetliate mer- 
chandize, as the fundamental and primary one. If there never 
had been any but a metallic currency, the ohi conception would 
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have Biifficieiit, and it is capable of evplaining all phenomena in 
which metallic eimency only is concerned. Bat in modern 
times an engine of much more complicated nature has been 
devised, iiaiuely, Credit or JPajjer Curreney. Now onr reason 
for rejecting the connnon conception of money as tlie piiniary 
and fundamental one, is that it is wholly incapable of solving 
the more iiitiicate and important problems in paper cuireiicy. 
But by adopting the conception of money we have pioposed as 
the primary and fundamental one, the whole theory of Credit 
and Paper Currency can be constiiicted, and all their phenomena 
be explained. A very good proof of the correctness of these 
remarks is, that no writer who has adopted the older conce]>fcion 
has ever attempted to solve the more intricate problems in 
the theory of paper currency, or even seems to be aware of their 
existence. The most stupendous calamities have been brought 
about by founding a paper currency in contradiction to our fun- 
damental conception, as will be shewn in a future chapter. 

The force of this reasoning will be apparent to any one wlio 
considers several analogous cases in other sciences. Thus the 
dehnition of an angle given by Euclid serves well enough for the 
purposes of geometry, but is quite inadequate for those of 
trigonometry. Consequently the conception of an angle in 
trigonometry is quite different from the one hitherto adopted 
in geometry. The fundamental conception of the central posi- 
tion of the earth was capable of explaining many of the simpler 
phenomena of astronomy, but being inadequate to explain the 
more complicated ones, it was rejected in favor of heliocentric 
one. So the corpuscular theory of light was superseded by the 
iiiidulatory theory for the very same reason. Exactly the same 
course of reasoning leads us to prefer the fundamental concep- 
tion of money as being the Jlepresentative of Debt to that 
of its being the Medium of Exchange, 

And "we have shewn that many writers have observed this 
already, but they have not appi eclated the full value of the 
conception. They have not sufficiently seen that Money and 
Credit are homogeneous quantities, and that Money is only the 
highest and most general form of Credit. A Right to demand 
something from an individual has only particular value, and 
as the individual not be able to render that something, its 
value is precarious, but as money is exchangeable among all 
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persons, at all times, and in all places of the same country, its 
value is permanent and general. 

Of CuEEENCT or CiEcxjLATmo Medium. 

21. Having''thus examined the function of Money and Credit, 
and shewn that the latter is a species of exchangeable property, 
of the same nature as, but inferior in degree to, money, we have 
now" to consider the words Currency,” and Circulating Me- 
dium,” which have given lise to protracted contioversies in 
comparatively recent times, and we take them together, be- 
cause all writers use them as absolutely equivalent. 

To call money by the name of cunency is one of the most 
extraordinary abuses of language that lias ever occurred. In 
old times men used to speak of money being current, as it 
passed fiom hand to hand. Hence arose the expression the 
currency of money. So late as the case of Hiller v. Jlnce in 
l750y Lord Mansfield says of money that it cannot be recovered 
after it has j^assed in currency^ but before money has passed 

in currency ” an action might be brought for it. He says the 
same of a bank note: an action could not be bi ought for it 
after it w^as paid awmy in currency. Hence the wmrd currency 
was manifestly applied to a certain peculiarity of money, — 
namely, its passing from hand to hand. But about the bo- 
gmning''of the last century hy a most extiaordin ary confusion 
of ideas, and, as far as we have been able to discover, it arose 
in our American colonies, the money itself was called curieney. 
This name occurs but raiely m Smith, hut since his lime has 
become very common. 

To shew" the extreme absurdity of this name, w"e have only to 
consider a few^' similar cases. Nothing is more common than to 
say that such an opinion, or such a leport is current, and we 
speak of the currency of such an o})inion, or such a report. But 
wdio ever dreamt of calling the opinion, or the repoit, itself, 
currency? It is very common to speak of the currency of the 
Session of Pailiament — hut wdio ever dreamt of calling the Ses- 
sion itself currency ? 

Now, how can it be more rational in a scientific sense to c.ali 
money currency, than to call a report, or an opinion, or the 
Session of Faiiiament, currency ? 
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BiicR as it is, however, this Yanlvceisin is far too firmly lixed 
in common use to he tihollshcd: and hence wc must now accept 
it, and shew how it arose, and asccitain wlmt in a scientific sense 
it includes. 

The word current” came to he applied to money, from the 
following peculiarity of English Law. 

If a person steals any of my goods such as books, furniture, a 
horse, <&c., and sells them to another person who ])uys them 
innocently without knowing that they luue been stolen, the thief 
can transfer no })roperty in the goods, unless the sale be made 
in market overt. That is, if I find my goods in any other per- 
son’s possession, I may reclaim them, even although that person 
bought them for a fair pi ice, and did not know they weie stolen, 
unless they were sold in market overt. But if they were 
bought in market overt, tlien the buyer may retain them against 
the true owner even though they were stolen. 

But to this rule ol English Law money was always an excep- 
tion. If the true owner of money which has been stolen finds 
it in the liands of a thief he may recover it, but if the thief has 
purchased things in a shop with it the shopd^eeper who takes it 
honestly in the course of his trade may retain it against the 
original ownei, that is, as Lord Mansfield said, money cannot be 
recoveied after it has been paid away in currency. 

The true ]>eculiarity of money, tlien, which was denoted by the 
woid currency, was that the properly hi it passed by delivery. 

And when the substitutes and representatives of money, such 
as Bills of Exchange and Bank Notes, came into use, it was 
found necessary for the benefit of commerce, to apply the same 
doetiine to them. The custom of negotiating Bills of Exchange 
grew up and fioiirished among merchants for upwards of three 
centuries, befoie any case arising out of them came before a 
Court of Law. In course of time the Common Law adopted 
the Lex Ilercatorla^ or custom of merchants, and by it Bills of 
Exchange were tieated like money, in so far as this, that the 
property in them passed like that of money. Tims, if they 
were stolen, though the true owner niiglit recover them if he 
found them in the hands of the thief, yet if the thief had passed 
them away for value to an innocent holder in the course of 
business, that innocent holder acquired the property in them, 
and might retain them against the true owner, and enforce 
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payment from all the parties liable. Thus Bills of Exchange 
were assimilated to money in this impoitant respect, that, even 
though stolen, when they had once been passed away in currency, 
the property in them belonged to the person who had innocently 
pm chased them. 

The same rule holds good with regard to all noramercial 
paper. Hence the woid ‘‘currency” is applicable to money, 
and all instruments of ci edit : and until very recent times, money 
and all foi ms of credit were included under the word currency. 
A difference of opinion, however, on this point lias spuing up 
in modern times which has had very important legislative 
consequences, which will demand our most serious attention 
hereafter. 

The expression Circulating Iledlimi came into use about the 
last decade of the last century, and is a far more correct ex- 
pression. The circulating medium is manifestly the medium by 
which the ciiculation of commodities is efiected, and clearly, by 
the very force of the definition, includes money and credit of all 
sorts. The metallic currency is teimed money, and the paper 
currency of all sorts is termed security for money. These 
securities for money, or the j^aper currency, are divided into 
two general species, first, to iiay money called Peo- 

MissoEY Notes, and secondly, orders to pay money, called Bills 
OE Exchange. Each of these general divisions has several 
varieties, which are treated of in a subsequent chapter. 

The paper currency reiiresents a pledge for a future payment, 
exactly as money does. The latter, however, is always a ])ledge 
payable on demand. In the case of paper, this pledge is fre- 
quently not payable on demand, but at a fixed period after its 
creation. Now, it is clear that, though the period of payment 
is deferred, it cannot alter the fundamental nature of the instru- 
ment. It may afiect its value, and its negotiability, or facility of 
transfer, but it cannot affect its essence. A pledge to pay in 
three mouths’ time is cleaily of the same nature as a pledge to 
pay on demand, nor does it in any way signify whether it is 
recorded on paper, or exists merely in the abstract form of a debt. 

The word currency itself is a complex term involving two 
simple ideas. From its first representing a debt, its funda- 
mental idea was that it was something that denoted power of 
demanding services, and secondly, it also passed from hand to 
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hand itself. Of these two ideas it must be especially obiter ved 
that the former is the fundaniental one, but it has received its 
name from tlie latter. Resolved into these ideas it denotes — 

1. That which circidates commodities, L e., which causes com- 
modities to circulate, where circulate is an active verb. 

2, That which circulates itself, where circulates is a neuter 
verb. 

From the first of these ideas is derived the term Circulati 7 ig 
Medium^ and fiom the second Currency, 

The term Circidating Medium does not occur in Adam 
Smith: nor is it used in a pamphlet published in 3 793 on the 
commercial crisis of that year, where it would natuially have 
been employed if it had been in common use. The fiist instance 
we have been able to discover of its having found its w^ay into 
print, is in the year 1797, when we find Mr. Fox complaining ^ 
that circulating medium” was a novel term, whose meaning 
was not very well settled. 

We have observed above that the word “ circulate,” like many 
othei*^erbs, has both an active and a neuter sense. Smith uses 
it in both senses in dilferent jilaces. Thus he says^ ‘‘Their 
(gold and silver) use consists in circidating commodities.” So 
also he says afterwards^ — ‘'The great wheel of circulation is 
altogether different from the goods which are circulated by 
means of it. The revenue of the society consists altogether in 
these goods, and not in the wheel which circulates them.” A 
little further on he speaks of the different sorts of paper money, 
but he says the circulating notes of banks and bankers are the 
species which is best known. In these two sentences tlie word 
circidate is used in two different senses. In another place he 
sa}rs, “The only use of money is to circulate goods.” In the 
following sentence both senses occur : — “ Let us suppose, for 
example, that the whole circulating money of some particular 
country, amounted at a particular time to one million sterling, 
that sum being then sufficient for circulating the wdiole annual 
produce of their land and labor.” And so in this sentence, 
« When we compute the quantity of industry which the cir- 
culating capital of any society can employ, we must always 
have regard to those parts of it only which consist in provisions, 

^ Fmi, Ilist. Tbl xxxiii , jo. 3i2. 

® Wealth of Katiojis, B ii., cl. s Ihid Bool li., c 2. 
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materialSj and finished work ; the other, which consists in money 
and which serves only to circulate those three, must always be 
deducted.”—*^ What is the proportion which the circulating 
money of any country bears to the whole value of the 
annual produce cU'ciilated by means of it, it is perhaps im- 
possible to determine.” Hence, we observe that the word to 
circulate ” was used in both senses by Adam Smith, though he 
does not use the expression cii dilating medium. 

In the pamphlet of 1'793, though we do not find the words in 
actual conjunction so as to form one expression, we yet have the 
idea. Thus, the writer speaking of the enormous trade Great 
Britain says, “ The medium by whicli tliis extensive trade has 
been conducted is paper credit; a medium which alone is equal 
to the emergency of so quick and so I’emote an intercourse ” In 
a subsequent sentence he says, ‘^The enormous but unsubstantial 
capital by which the productions of the woild weie so ex- 
peditiously transferred from region to region sinks m a moment 
to a few haul guineas.” Now, it is quite evident that the 
expression circulating medium ” is merely the essence of these 
two sentences. 

But the ordinary meaning of words in scientific language 
leaves no possible doubt as to which of the two senses of 
circulate” is the true one in the expression ‘^'^circulating 
medium.” A medium in scientific language invariably means 
some middle thing, by or through which something else is done. 
Thus, we speak of a medium of communication, being some one, 
or some thing, through whom or through which, something is 
communicated from some one to some one else. So a circulating 
medium must mean a medium of circulation, tlirough or by 
means of which something else is circulated. If we are to in- 
terpret the word circulating as that which circulates itself, we 
may substitute some other words of equivalent meaning in the 
expression, and it comes to this that the circulating medium 
means the travelling middle,” which reduces the expression to 
absolute nonsense. In a philosophical sense, then, it is perfectly 
certain that the expression circulating medium ” does not 
mean the itinerating medium, or the medium which necessarily 
circulates itself, but the medium that circulates commodities. 
And this was beyond all doubt the meaning attributed to it, at 
the time it originated. 
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Tlie amount of the currency, or circulating medium, in any 
country is the aggregate amount of it belonging to every in- 
dividual. NTow -whatever represents the amount of debt due to 
any individual, over and above Ins possessions in commodities, 
in whatever form that debt may be recorded, whetlier metal or 
paper, or whether it exists simply as a debt, is the amount of 
currency belonging to him. Adopting this definition, we may 
enumerate the different species of cun eney as follows : — 

1. Coined money: gold, silver, and copper. 

2. The paper currency; ^. 6., promissory notes and bills of 
exchange, with all their varieties. 

3. Simple debts of all sorts ; such as credits in bankers’ books, 
called deposits, book debts of traders, and private debts between 
individuals. 

It is obvious that there is no distinction in principle between 
the two latter species. They each denote that a transfer of some 
sort has taken place, and are a title to®futnre payment. As a 
matter of convenience some of these are recorded on j)ieces of 
pajier. It is certainly true that some of these descriptions of 
currency are more eligible and secure than others, and perform 
the same duties with different degrees of advantage. The 
metallic currency rests upon the credit of the State, that it is of 
the proper weight and fineness, and the universal readiness of 
people to receive it in return for services. Paper currency, in 
this country at least, rests entirely upon private credit, and is of 
all degrees of security, from a Bank of England note down to 
a private I 0 U. These different species of currency, therefore, 
though they possess different degrees of circulating power, 
though they may be more or less eligible or secure, represent 
but one fundamental idea — Debt. From these considerations it 
follows that the amount of currency, or circulating iiiediiim, in 
any country is the sum total of all the debts due to every 
individual in it* 

We shall, therefore, use the terms ^'currency,” and ^^circu- 
lating medium,” in this work, as absolutely identical, and co- 
extensive, the latter being founded upon its fundamental concep- 
tion of circulating itself. It is true that the former is considerably 
the older term, and is derived from that portion of the circulating 
medium, which was most frequently thought of. Some per- 
sons, too, might be a little startled at first, at seeing such an 
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extension given to the word currency.” But it is merely an 
instance of what has lepeatedly happened in other sciencesj that 
names have been given to substances fioni some 2)artiGular quality 
in theiUj which first attracted attention, and it has been after- 
wards discovered that that was not their fundamental idea, and 
the class has been extended, thiough the exigences of science, to 
include other things which have no trace of the quality, whence 
it derives its name. We may mention as familiar instances, two 
cases in geology, and chemistry. In geology the term oolite,” 
was first ap2)]ied to rocks which resembled the roe of a fish, 
but the necessities of science compelled geologists to class cer- 
tain other formations which have no resemblance to roe, under 
the term of oolite, and such classification is universally adopted. 
So also ‘‘ white chalk may be yellow, green, or black, and is 
actually of these colors in some places, but notwithstanding 
these stains upon its character, it is still called ‘‘white” by 
couitesy.’” So the tenn “ combustion ” was applied to certain 
phenomena in chemistry, on account of heat being developed 
during the jjrocess. But a deeper knowledge in chemistry dis- 
closed that it was merely the jirocess of oxygen combining with 
some other substance, and the quality of the evolution of heat 
was accidental, and that there are cases of the combination of 
oxygen with substances where no heat is developed. And yet 
these are classed under the term combustion. Thus, the rusting 
of iron is merely the process of oxygen conibimiig with it che- 
mically, and is classed as combustion, though no heat is de- 
veloped. So the word acid has received an extension which 
includes many things which are not souk To say, then, that 
private debts are to be classed under tbe term currency, can be 
no stumbling-block for an instant, to any one who considers 
these analogous cases. It is merely an example of wdiat has 
repeatedly hap2)ened in other sciences, when more correct views 
were entertained of the pro2)er classification of their objects. 

It would be quite easy to multi] >ly instances of a similar 
necessity which have occurred in many other sciences, but the 
ones we have given are sufficient for the ])urpose. “Descriptive 
names,” says Dr. WhewelD’, “ although they might be supposed 
I Quarterhj Fiemeio^ vol xcv , 393 vS'ee also IVIieiielVs FInl. hid Sci. for 

otlie.i e£(nni)les. 

^ Hist of the luductue /Siiencesj rol in 433, edit, JS57 
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to be tbe bestj bave^ in fact^ rarely been fortunate. The reason 
of tins is obvious: — the maik which has been selected for 
description may easily fail to be essentialj and the obvious com 
nection of natural facts may overleap the arbitrary definition. 

. , . The signification may assist the memory, but must not 

be allowed to subjugate the faculty of natural classification.” 

It is most particularly to be observed that it is the essential 
quality of currency, that it is a general charge of debt upon the 
person of the debtor, or obligant; and is not a title to any 
specific or particular articles. In all cases whatever it involves 
the idea of personal liability. Thus, in page 188 , wliere the 
wine merchant is supposed to take tlie grocer’s promise to pay 
a half pound of tea when required in retiiin for the wme he lets 
him have, it must be distinctly remembeied that this is a 
general poAver to demand so much tea from him, and is not a 
particular appropi iation of any specific quantity of tea. The 
Avhole of the grocer’s stock of tea remains his own property 
until the demand is made upon ])im for payment. Consequently 
he can sell or dispose of it all if lie pleases, which he could not 
do if any particular part was set aside as the })roperty of another 
person, and lie was meiely the keeper ol'it. 

This distinction is of the utmost importance, and it serves to 
shew that the transferability irom hand to hand is not the 
fundamental conception of a cumney. Tliere are certain com- 
mercial documents A\hich bear a resemblance to Bills of 
Exchange, in respect of their being transferable from liand to 
hand, and are supposed to he of the same nature. These are 
Dock Warrants and Bills of Lading, When property is 
deposited in the docks, the owner of the dock grants a recei])t 
for it, and this, for the com’'enience of commerce, is assignable 
at will, and AvliocA’^er is the holder of it is the owner of the 
property. So, Avhen a ship is loaded for a foreign poit, the 
shipmaster grants receipts for the goods on hoard of her, and 
these “Bills of Lading” may be sold fifty times before the 
actual property is demanded. Both Dock Warrants and Bills 
of Lading are merely the titles to certain specific goods, Avare- 
housed in the dock or on board ship, and involve no personal 
liability or debt. On the other hand, a Bill of Exchange is 
purely a charge of debt tipon some particular person. It is 
expressly contrary to the fundamental conception of a Bill of 



§ 21 ] 


ON CURRENCY. 


207 


Exchange that it should he an appropriation of any specific 
funds. If a document purporting to be a Bill of Exchange is a 
specific appropriation of any particular funds, it immediately 
ceases to be a Bill of Exchange. 

The great importance of distinguishing between the funda- 
mental concepiion of Bills of Exchange, and that of Bills of 
Lading and Dock Warrants, may probably not be apparent at 
present; but it will fully appear hereafter. Some most dan- 
gerous and fatal ideas on the subject of Credit are founded 
upon confounding the two things. One thing only we will note 
at present, — that Bills of Lading and Dock Warrants can never 
exceed^in quantity the jiroperty they repiesent, but that Bills of 
Exchange greatly exceed the quantity of coin they profess to 
represent, because they do not represent any particular coin, 
but they are only an engagement that a person sliall have the 
money at some given time, and it is quite possible that the same 
coin may discharge a bundled Bills of Exchange in succession. 

It is of such great importance to fix the preceding classifica- 
tion and distinctions in the mind, that we will illustrate them 
further by quoting from Dr. Whewell \ a conversation between 
Linnceus and one of his pupils, Giseke, wdiich presents an exact 
analogy to the views wm are seeking to enforce. Giseke was 
mucli puzzled by being unable to see the intelligible grounds 
upon wdiich Linmeus proceeded in his collection of natural 
orders. He nariates a conversation wdiich lie held wdtli the 
great teacher upon the subject, wLicli presents the most striking 
points of similarity wdth the preceding paragra]>hs. Giseke 
began by assuming that an order must have tliat attribute from 
w^hicli its name is derived, that the Umbellatcp must have their 
flower disposed in an umbel; the mighty master smiled, and 
told him not to look at na^neSy hut at nature. 

“ Giseke — But what is the use of the name if it does not mean what it 
professes to mean ? 

LinnmiSy—1% is of small import what you call the order, if you take 
a pioper series of plants, and give it some name, which is clearly under- 
stood to apply to the plants, which you have asset uUed. In such cases as 
you refer to, I follow’ed the logical rule of liorrow fng a name a poimi 
from the principal member Can you give me the character of any single 
order ? 

1 //Mf lad Vol TIT y p,Tti\ Fdit mi 
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Oiseke . — Surely tlie character of the Umhcllatm is that they have an 
umbel ^ 

‘‘ Linncpus —-Qoo^^ but theie are plants which have an umbel and are 
not of the UmhiMatte 

“ Gibeke—-! leniember; we must, therefore, add that they have two 
naked seeds. 

Linnaius — Then EcMnopliora^ which has only one seed, and Eryii- 
gkim^ which has not an umbel, will not be UmhellaUc, and yet they are 
of the Order Both ui’e beyond dispute U-nibellatce ” 

Let the reader of this woik thoroughly imbibe the spirit of 
the preceding conversation, and carelully observe that w^e must 
look beyond names to the natui e of the objects we are treating 
about, for a proper classification of them. Just as there were 
plants which had no umbel, and yet were of the order ^mheU 
latre : so, tliough private debts are not current, yet still they are 
Currmcxj ; and as there were plants which had umbels, and yet 
were not of the order Umbellak^; so also dock warrants and 
bills of lading, although they are current, are yet 7iot currency. 

22. We must now demonstrate a proposition of the greatest 
importance in Economics, and on which errors of the most 
serious nature are very pievalent. It is this : — 

The qiicuitity of money in any country bears no necessary 
relation luhatever to the quantity of other goods^ m it, or 
to their price. 

Many writers on Economics have supposed that the quantity of 
money in a country bears some necessary i elation to the quantity 
of commodities in it ; many more think that the jirices of com- 
modities are determined by the proportion which the quantity of 
money bears to the quantity of commodities. That this is a 
very grievous error may very easily be shown. Let us siqqiose 
that A and B are recix>rocally indebted to each other for the sale 
of goods. Let ns suppose that A has bought goods from B to 
the amount of £10, and B has bought goods from A to the 
amount of £13. Then it is quite clear that there are three 
different ways of settling their dealings : 

1, Each may send a clerk to the other to demand payment in 
full of his debt. This method would require £23. 

2. A may send £10 to B to discharge his debt, and B may send 
it back to A with £3 more to discharge his debt. This method 
would require £13* 
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3. They may meet and set oif their mutual debts against each 
other, and pay only the difference in coin. This method would 
leqiiire only £3 

Now it is quite clear that a very different quantity of money 
would be required to carry on any gimi amount of busiiiessj 
according as either of these three methods was adopted. Be- 
tween the ffi&t and the third, there is a difference of £20, but 
there would be no difference m the prices of commodities. 
These £20 would not mffuence prices, but be required to settle 
debts in a clumsy way So it is clear that by a simple change 
in the method of doing business, £20 may be withdrawn from 
cii dilation altogether, and a])p]ied to new transactions. 

From these considerations it apjiears that thoio may be largo 
quantities of money in a country which may exercise no mffuence 
on 23rices, and the propoitiou between money an/1 commodities 
may vary greatly, accoiding as one or other of these methods of 
doing business is ado]>ted. Now if a country wlilch habitually 
adopted the iirst method, were to cliange Us custom and adopt 
the third, it is perfectly clear that a veiy large quantity of money 
would be disengaged from circulation, and may be apjffied to 
promote new operations, and therefoie in all its ])ractical effects 
it would be an addition to the previously existing quantity of 
money. Hence the vaiious methods of economizing tiie use of 
money are to be considered as an increase of the resources of 
the nation. If by an improved nietliod of doing business we 
can dispense Avith £500,000 in settling tiansactions, that is 
equivalent to adding that sum to the resources of the nation. 
It is one of the great functions of a bank to ]}roniote such u 
change of doing business, and to bung peo])le together 1o 
balance their mutual debts Avithout the intervention of money, 
and it Avill be sheAvn m a subsequent cha])ter how greatly the 
skilful employment of much methods economizes and developes 
the national resources. 


On ClFXULATIOX. 

23. When commodities, <fcc., are interchanged di redly for one 
another it is called Bahter, or Exchanoe. When commo<littes 
are interchanged for money, that money is only taken in order 
that it may be interchanged again for sumethiiig else. Ileuce, 

V 
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J. B. Say aptly said, tliat when money is used, llie transaction is 
tlie half of ctn exclamf/e, winch is true. It is nho (‘ailed a Sale. 
A fSale always denotes a tiansaction in Aihieli one of the 
quantities exchanged is money or credit, that is, when one 
quantity is a nsel'ul conimod^ty, and the other only the right to 
demand one; that is, when the nitercliange is of things of an 
unlike nature. An IfxcJiange is always an intei change of things 
ot a like nature, either commodities for commodities, or currency 
for currency. Thus we speak of the Foreign Exchanges, or the 
value of the cniioncy of <jne country m terms of the currency of 
another ; or we ask for the change (?. e , the ’change or exchange) 
of a £5 note or a sovereign ; so we speak of exchanging a. picture 
for a statue, or one book for another. When the interchange is 
of commodities (or currency, the one who gives currency is said 
to Buy the commodity, and the one who gives the coniinodily is 
said to Sell it. Tims we buy a horse or a house with curiencyo 
All officer buys a commission in the army, but he exchanges 
from one regiment to another. So in Lear (Act v., Sc. 0), when 
Albany throws down his glove to the traitor Edmund, the latter, 
throwing down his own, says, There’s my exchange,” meaning 
like for like. And, a little further on in the same scene, Edgar 
says to his wicki‘d brother Edmund, “Let’s exchange chaiity.’^ 
So in Hamlet (Act v., Sc. 2), Laertes says — 

“Extiiange foigiveness with me, noble Hamlet” 

A transaction in which currency is given for commodities is, 
as just said, a Sale. The sum total of these sales is properly 
termed the Ciuoulahojnt. Hence a single piece of money may 
add considerably to the ciiculation, for every time it is trans- 
fer! ed it is an addition to the circulation, though it is no increase 
to the currency. We must observe that the woid Circulation 
is often used in a very corrupt sense, as being synonymous with 
money and bank notes, more particularly the latter. Thus the 
number of notes issued by the Bank of England, or any other 
bank, is frequently termed its Circulation., more especially by 
American writers, from whence we believe the absurdity of 
calling money ciirrency originated. Of all the terms in common 
use this is one of the most objectionable. To call the notes 
which circulate circulation, seems as great a confusion of ideas, 
as to call a wheel a rotation. We shall accordingly never use 
the word circulation to mean the amount of issues of a bank, the 
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^correct expression evidently is to say, tlie niimLer of its notes 
in Circulation. We shall always use the wouls ciirreucy and 
circulation to mean cliffeient tlnngs; the former to denote the 
substance itself, the second the amount of its transfers fi’Oiii 
hand to hand. It is also clear that tlie currency and the circula- 
tion do not bear any fixed relation to each other, for there may 
be a large amount of curicncy in a country, yet, if the industrial 
operations be few, there will be a small circulation. On the 
other hand there ma}" be a small amount of curiency, but if the 
people be active and industiious, it will pass frequently fioni 
hand to hand, and there will be a large ciiculation. ^ 

As the use of tlie currency is to set indiislry in motion, and 
inasmuch as it has no use except so far as it does that, its bene- 
ficial effects are not to be measured by its actual amount, but by 
the quantity of industry which it genei ates. Money 1} mg locked 
lip in a box cannot inciease of itsell*, and only rejircseiits laioit 
power and not actual power It may be called powei, or wealth 
in the latent state, and resembles tlie steam engine of a mill 
which is not going, and is of no use unless it is set in motion: 
and as the produce of tlie mill is measured by the quantity of 
the motion of the engine, so is tlie useful effect of the currency 
measured hy the quantity of its motion, winch we liave called 
the eircidation . Now, as this circulation, which is the sole test 
of its useful effect, is tlie product of its amount multiplied into 
the velocity of its ciiculation, it is clear that if by any means we 
can increase the rapidity of the circulation of the existing cur- 
rency, it will add greatly to its beneficial power, or if only a 
certain amount of business can be dune, we may diiiimish the 
quantity of currency necessary to cany it on by increasing Us 
rapidity of circulation. Engineeis usually call the quantity of 
the motion of the engine its so we may call the circulation 
of the currency its duty. 

It is so essential to have a clear conception of the useful 
effect produced by any given amount of currency, that we 
may add another illustration The effect produced by any body 
ill motion is determined, not only by its weight or mass, but 
also by its velocity, and is called its momodinn. If the mass be 
'diminished, yet by in ci easing the velocity, the result or mo- 

^ >See Vem, Medtiaziom sulla Ecomiiua Folitka^ ^ xvii , Condillac supra, i)^ 
96. Le Trosiie, Del' inf Cl it social, p 908,915 

P 2 
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iiientiim may Btill be tlie same. Thus, if a body of 100 pounds 
weight ino’^-e with a velocity vhicli we may call 1, its inomoutiini 
wall be 100; now, if ^ye dimiiiisli the "weight to 50, and can 
double the velocity, the effect or momentum will still be 100, the 
same as before. Tlie operation of the currency is precisely 
analogous to this. Its useful effect is the lesult of its combined 
amount and rapidity of circulation, which we have calle^I the 
CiuouLATiON. If wm can make £50 circulate ■^vlth twice the 
rapidity tliat £100 did before, the useful effect, or cii dilation, will 
be the same. Thus, the circulation of the currency may be 
aptly conijiared to the momentum of a body; hence, we may 
say that the circulation is the moment iiiii or duty of the 
Currency, 

As the useful effect, or the industrial operations promoted 
by the ciiiTency, does not depend solely on its amount, 'we may 
see how im]) 0 ssiblc it is to form any estimate of the wealth of 
a countiy by the amount of money, or gold and silver in it. 
One country may ahound in gold and silver, and yet be poor; 
and another may have comparatively little, and yet be rich. 
Spain was a country in wducli, at one time, gold and silver were 
more })lentiful than any otlier in Europe, and yet tlie more gold 
and silver ivere poured into it, the poorer it became. Adam 
Smith says that, except Poland, it was the poorest country in 
Europe. On the other Iiand, Scotland is the country "^vliich has 
the least amount of gold and silver currency, with the greatest 
comparative amount of wealth. The quantity of gold and silver 
currency in France is much greater than in England, and yet Eng- 
land is much the wealthier country of the two, and there are good 
grounds for helieving that the proportion of money to in- 
dustrial operations in England consideiably exceeds that in 
Scotland. These examples sliew that the comparative amoiini 
of visible currency in different countries is no evidence whatever, 
qf the comparative w^ealth of those countries; on the coiitiary, 
it may be a proof of w^aste of w^ealth, that is a waste of resources 
wiiich might be better employed. 

The subtle question wlietlicr, if a fair exchange of goods W’-ei’e 
substituted for payment in money, it was to be considered as a 
sale, was warmly debated for 150 years by the two famous sects of 
Roman lawyers, the Prociilians and the Sabiiiians, from the time 
of Augustus to that of Hadiian. Both parties appealed to 
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Homer in support of tlieir views, but the opinion of Proculiis 
finally prevailed, that a sale and an exchange are operations 
essentially distinct in their nature. This was confirmed by the 
Emperors Diocletian and Maximian, and was ratifiecl by 
Justmian. ^ The conclusion was just, though the reason as- 
signed for it is scarcely satisfactory, that the exchange of 
two things, it can never appear which has been sold and wdiicli 
has been given as the pi ice of the thing sold, and it is contrary 
to reason that eacli should appear to have been sold, and that 
eacli should appear to have been given as the price of the other.” 
It would rather appear that when we excliange one commodity 
for another, we exchange one whose iiseiul qualitiGS aie known, 
for another wdiose useful qualities are also knowm ; tliat is, wo 
exchange two things xvhicli are ackiiow^l edged to be equivalents. 
But the ciiiiency lep resents an abstract quality or right. In 
changing a commodity for ciiirency we commute a knoxvn 
useful quality for an abstract nglit , that is, Ave give a commodity 
and receive in return only tlie power of obtannng an ecpiivalent; 
or we exchange something tliat is delinite for another that is 
indefinite, two operations wliich fire essentially distinct, and it is 
belter to appiopriate difieient expicssions to operations of a 
diiferent nature. 


On PnioE, Discount, and Ixtkrkst. 

24. When one Economic Quanlltyis exchanged for another, 
each is termed the value of the other. But wdieii one of the Eco- 
nomic Quantities exchanged is money or credit, the sum of money 
or Cl edit receives a peculiar name. It is called the Piuce of the 
other. From the considerations ]>reseute<l in § 19, it a])}>ears 
that price is the same thing as value iii money, or credit. But, 
as it is invariably tlie custom in modern times to estimate the 
value of every commodity by its ’^aliie in money or credit only, 
or its price, and not by its value as regards other com- 
modities, the wmrds value and jirice have become almost identical 
and intercliangeable expressions, tboiigh no doubt wm must 
remember tlie technical difference between them. The pi ice of 
any commodity is therefore the quantity of money, or credit, 
given in exchange for it, at any moment. 

* L IIJ ,, ill “Jl, §2. 
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-Now, as the yaliie of the money is the commodity received 
in exchange for it, it is manifest that the greater the quantity of 
the commodity leceived for it, tlie greater is the value of money. 
Or if the quantity of tlie coimnodity be fxed, the \alne of 
money is greater, as less money is given for the commodity. 
Hence it is clear that the value of money varies inversely as 
price. 

The value of the property called debt, or credit, is however 
estimated in a peculiar way have taken the sum of £1 00 

payable one year hence as the unit of debt. The negociation of 
debts is a branch of modern commerce of supreme impoi tancGc 
How a debt of £100 payable one year hence, being a saleable 
commodity like a quarter of corn, the sum given for it is its price, 
just as we speak of the price of anything else. And of course 
the value of money rises as the piice dhnimshes. How as money 
naturally produces a prof t, it is clear that tlie price given for a debt 
payable a year hence must be less than the amount of the debt. 
The difference between thenar me of the debt and the amount of 
the debt is called Discount. Therefore, clearly the price 
together with the discount equals tlie amount of the debt; and 
as tbe price decreases the discount inci eases. Hence, as the dis- 
count inci eases, the value of money, or the price, increases also. 
How in estimating tbe value of debts it is universally tlie custom 
in commerce to mention the discount^ Viiiil not the price; and 
to buy or purchase a debt is always in commerce termed to 
discount it. How, if a banker buys a debt of £100 payable a 
year hence for £95, it is manifest that the discount is £5, and he 
is said to discount it at 5 per cent, per annum. Should the price 
of debts fall, tbe discount rises ; and since the value of money 
varies inversely as price, it varies directly as discount. 

Hence we have this : — 

The Value of Honey varies inversely as Friee^ a 7 id directly 
asHiscount, 

To discount a bill of exchange at 5 per cent, means to give 
a price for a debt in the x^roportion of £05 for every £100 of its 
amount payable one year hence. 

The expression, however, that tlie value of money varies 
directly as discount is sometimes misinterpreted. Thus it is 
often said that if the price of debts has fallen from £96 to £93, 
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and therefore the discount rises from £B to £6, the value of 
money has doubled. This, however, is eri’oneous. Debts which 
formerly sold for £96 now sell for £93 ; and, therefore, it is clear 
that the value of money has lisen in the proportion only of 93 
to 96, and not doubled. 

When a person advances money to another, and agrees to 
defer receiving the profit until the end of tlie year, the profit is 
termed Inteuest. If he lends, as it is called, £100 at 5 per cent, 
interest;, he in fact pays £100 elowii for the })urchase of a debt of 
£I05,])ayable at the end of the year, and the £5 is the interest. 

This method of making profits, though not micommon among 
private persons, is never used in banking. Bankers invariably 
siibtiact tlie profit agieed upon at the time of the advance. 
Thus they always make profits in advance. In this case the 
profit is termed Dis< ount. Thus, if a banker discounts a bill of 
£100 at 5 ])er cent., be only pays his customer £95, and retains 
the £5 at the time of tlie advance, as pioiit. In reality he pays 
£95 down for the purchase of a debt of £1 00, pa) aide a year 
after date ; and the £5, or the difierence betvrecn the pi ice of the 
debt and its amount, is the discouuf^ and his profit. 

It is manifest tliat this latter method of trading is the more 
profitable, because in tlie former case he makes £5 profit on the 
actual advance of £100; in the latter case he makes £5 profit 
on the actual advance of only £95 ; and besides that, he lias the 
£5 in his hands to tiade with immediately, instead of waiting 
till the end of the year. In tlie large amounts of money which 
banks deal with, this makes a very sens»ible tlifiereiicc in their 
profits, especially •when the rate of discount is high. 


0)1 Rate of Inteeest (nul Rate of Puopit. 

25. We have now to call attention to the definition of an ex- 
pression wdiich has been the cause of immense confusion in Eco- 
nomics, Every one knows what Rate of Inter e means. "When 
people speak oi interest at 5 per cent., they always mean that 
£5 is given for the use of £100 for some ghen time— as a year. 
It is perfectly clear that we can luue no conception of what 
rate interest is, unless we are told in what time it accrues. 

By a most extraordinary overbight, however, this has been 
quite overlooked in the definition of Rate (f Froft» It will 
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scarcely be believed, tliat no Economist has seen tliat Time is a 
necessary element in the definition of rate of profit. Tims 
M’Cnlloch says, “The rcfte of profit is the proportion wliicli tlie 
amount of profit clei ived from an undertaking bears to the capital 
employed in it.” The whole of Ricardo’s doctimes of wages 
and profits are full of fallacy arising from this obvious oiiiis- 
sioii. So Malthiis defines rate of profit to be the per-centage 
proportion which the value of the profits upon any capital bears 
to the value of such capital. Even Mr. Mill has not seen the 
defect in tlie definition. He says, B. li., c. xv., “ The cost of 
labour then, is, in the language of mathematics, a function of three 
varia])les; the efficiency ot labour; the wages of laboiii (meaning 
thereby the real reward of the labourer) ; and the greater or 
less cost at which the articles composing that real reward can 
be produced or furnished. It is plain that the cost of labour to 
tlie capitalist must be imiuenced by each of these three circum- 
stances, and cannot be affected by any other. These, therefore, 
are also the ciicumstances which determine the rate of profit; 
aud it cannot be afiecled except through one or othoi of them.” 
What? IS not the vifte of profit affected by the time in which 
it is made ? Sup})ose a given amount of jirufit to be made on a 
given amount of capital, is it the same rcfie of profit whether it 
be made in a year or a day? According to the definition m 
general use among Scoaomibts, a profit of £10 made upon £100, 
is exactly at the same if it be made in a year, a month, a 
week, or a day! May, accoiding to Mr. Mill, the rate of profit 
viomot be afiecled by the time m which it is made ! 

This definition is so manifestly erroneous that it is only 
necessary to call attention to it to be at once admitted. It is 
ipiite clear that time is a vecessanj element in the definition of 
rate of In fact it is simply unintelligible without it. 

If we were told that a trader liad made a profit of £10 on £100, 
it would be as impossible to conjecture what the rate of profit 
had been, as it wmuld be to determine a horse’s rate of speed if 
we were only told that it had galloped 20 miles. 

It often happens that the rate of profit is the greatest when 
tiie actual piofit is the least. If a trader were to make 60 per 
cent, profit on one transaction, that would be a high profit ; but 
if he only made one transaction in the year, he would not increase 
hist m f>])ulcnce. His rate of profit would be 50 per cent. But 
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suppose tliat lie only makes a profit of 5 per cent, on a tiansac- 
tiooj but makes that profit in one day, then the rate of that 
profit is upwards of 1,500 per cent, per annum, and if he could 
make a transaction at that piofit each day, liis actual profits 
would be upwaid of 1,500 per cent. Hence the rate of profit 
would be high, while tlie actual piofit is low. And if the trader 
reinvested the profits as they occurred, as capital, his rate of 
])rofit on his original capital would increase at compound interest, 
and be enormously greater. 

Bacon saw clearly what has been far too much overlooked by 
Economical writers, that the frequency of returns is of far more 
consequence than die magnitude of each case of profit. He 
says, The proverb i& true that light gams make heavy purses, 
for liglit gams come thick, whereas great come ])ut now and 
then.” and this is entirely in accordance witli wliat modern 
ex[)e] ience demonstrates as the true axiom of trade — small profits 
and qincJc returns. 

The rectification of this error in the definition of rate of 
profit, which must be admitted as soon as stated, clears up a 
vast deal of obscurity wdiich involved the subject of ] irofit. Thus, 
wdien profits are said to bo reduced to 10 per cent, it seems 
somewliat paradoxical to say that interest can bo paid at 15 per 
cent. It is, nevertlieless, true, and constantly happens ; the 
apparent paradox only aiises from the diffeience of estimating 
rate of interest and rate of profit in common language. When 
traders ])ay interest, it is always calculated at the rate qier 
anmmi^ but it is too common to measure profits ])y the actual 
transaction, without reference to the time. Thus, if a trader 
pays interest at the rate of 15 per cent, per annum, he makes 
pi’ofits, perhaps, at the rate of 10 per cent per week, or per day, 
which IS at the rate of 520 or 3,130 })er cent, per amnmi, allowing 
for the number of woiking days in the }ear. This at once 
dissipates the apparent paradox, and explains how trade can be 
•earned on at rates of interest which would seem incredible. In 
ordinary times in London, the second class bill-lirokers charge 
their customers one shilliug in the pound on three months’ bills, 
which is, in reality, discount at the rate of 20 per cent., or 
interest at the rate of 25 per cent. ])er amiimi. In ancient times, 
and in the middle ages, and in America at the present day, the 
rate of interest is even Inglier than that. 



218 


PEINCIPLES OF ECONOMICS. 


IOeap. IV. 


These rates are, however, as nothing coinpared to the rales 
paid by petty provision dealers, and may serve to shew tlie utter 
absurdity of the Usury Laws Avhich were so long in foice in 
England, and are so still m France, thougli they will proliably 
be abolislied tliere very shortly. Gerard Malynes, a writer in 
the days of Charles L, observed that the petty provision trade of 
London was carried on with money bon owed at tlie rate of 400 
per cent, per annum. In the days of Turgot penalties of the 
most terrible seventy were enacted against the infringers of the 
Usury Laws. To show their absurdity, Turgot instances the 
advances which money lenders at Paiis made to the petty 
dealers, who bought victuals in the market, to retail them in 
different parts of the capital The charge was 2 sous a week 
for the loan of a crown of 3 francs, which w^as equal to interest 
at the rate of 17 3 per cent, per annum. The whole of the small 
provision trade of Paris was carried on by means of these loans. 
^‘^Nevertheless,” says Turgot, “the borrowers do not complain 
of the terms of this loan, without which they could not carry on 
the trade by which they live. And the lenders do not get very 
rich, because the exoiliitant interest is only the compensation 
for the risk their capital runs. In fact, the insolvency of a 
single borrower sweeps away all the profit which the lender can 
make out of thirty of them.” 

The idea that trade could flourish upon money borrowed at 
173 per cent, seems somewhat startling until we analyse the 
operation. No doubt the boiTOAver p^aid two sous a week for the 
loan of a crown, but then tlie probability is that what he paid a 
crown for in the morning he sold again the same afternoon for 
three francs and a half, or more. Now if he repeated this 
operation once every clay, it is clear that he would have gained 
at the end of the year 3,130 sous, omitting Sundays. That is, 
with a capital at no time exceeding 60 sous he would gain a 
profit of 3,130 sons in tlie year, which would be at the rate of 
5,216 per cent, per annum, and out of this he would only pay 
173 sous for the loan of the money. 

M. Gustave de Puynode, quoting from the speech of a Member 
of the last Legislative Assembly of France, gives an instance 
which is even more startling than the last. He said, “Every 
morning the small provision dealers received a 5-frano piece to 
buy the objects, which they re-sold with a profit of 3 or 4 
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francs. In the evening they rejoay the 5-franc piece, and give 
25 centimes in addition. They make no complaint of interest, 
which is yet at the rate of 1,800 per cent.’^ Nor had they any 
reason to do so, for by bo trowing this 5-lranc piece they made 
o fiancs of profit, out of which they only paid for interest. 
If, tlieiefore, the rate of interest was 1,800 per cent. })er annum, 
the rate of profit, assuming the gain to be, as stated, 3 francs 
per day, was at the late of 21,000 per cent, per annum. And 
the interest, which is only one-twelfth part of tlie profit, is not 
unreasonable. And yet by the law of France it is still a crime 
to take more than 6 per cent. ! 


On Securities for Money and Convertible Securities. 

20. The expressions Securities for ^loncy and ConvejiihU 
Securities fi'equently occui in Economics, and we must now 
explain them. 

A Security for Movey always means an obligation, or security 
for the payment of a definite sum of money bom a definite per- 
son at a definite time. Theie is, therefore, always some obligor, 
or some person who is bound to pay it. There arc different 
forms of such securities, such as Bank Notes, Promissory Notes, 
Bills of Exchange, Exchequer Bills, Navy Bills, and debts of 
all sorts. 

Convertible Securities are securities which no particular per- 
son is bound to pay, but for which, under usual circumstances 
a purchaser can readily be found in the o})en market. Tims, any 
property which can be readily sold is called a convertible security. 
This s] 3 ecies of Property includes the Pul file Funds, Shares in 
all sorts of commercial companies, and all title deeds to pro- 
perty of a moveable description of which the })roperty passes 
by simple deb very, such as dock warrants and bills of lading. 
The fundamental distinction between these hitter and instru- 
ments of credit will be clearly explained in a future chapter* 
Now as convertible securities mean property which is readily 
convertible into money, of course there are all degrees of con- 
vertibility. Theie is no absolute distinction in principle be- 
tween the different species of property. But of all species of 
property the Funds are the most readily com eriible : and the 
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land, or rea] propeity, the least readily convertilile, mainly in 
consequence of the ditriciilty in its transfer. 

Tims securities for money repiesent any specific moneys 

but are always a claim on tbe person. Convertibie securities 
are never a claim on a ])erson, and certain kinds of them are 
alwmjs a title to certain specific goods. Sometimes a security 
for money may be changed into a convertible security. Tins is 
done in what is technically called funding the unfunded debt. 
The Government often raises money on its bills like an indi- 
vidual, and is of course bound to pay them at maturity. These 
Exchequer Bills, therefore, as they are called, are like any other 
bills of exchange, secmities for money. Sometimes when these 
bills amount to a large sum, it is very inconvenient for the 
Exchequer to pay them in full, and it gets its creditors to agree 
not to demand repayment of the whole debt, but to receive only 
the interest on it in perpetuity. When this is done the creditor 
loses tbe right to demand the principal sum from the Govern- 
ment, but he may sell tlie right to receive the annuity to any 
one else in the open market. It then becomes a convertible 
security, and is called the Public Funds, or Stock. This opera- 
tion is funding the unfunded debt. In a similar manner 

Railway companies have been allowed to borrow money on their 
bonds, termed Debentures ; but finding it incoiivement to be 
obliged to repay these large suras have formed them into Deben- 
ture Stock, upon which they are only bound to pay the interest, 
like the Public Funds, 


On the Definition of Capital. 

27. The word Capital is one of the great fimdamental con- 
ceptions of Economics, and wm must frame a definition of it in 
accordance with the canons we have already laid down. 

Any Economic Quantity whatever may be einjiloyed in two 
different ways. The proprietor may either use it himself for 
his own personal enjoyment, or he may use it to produce a profit. 
When an Economic Quantity is thus used produetimlij ^ i.e so as 
to produce a profit, it is termed Capital. Senior says very 
Justly — ^‘Economists are agreed that whattmr gives a profit is 

^ Foliticnl Economy^ p, 67 
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properly termed Capital.” And Stephens in his Thesaurus 
defines the word thus : — • 

li£(l)aXaioy, Caput unde fr actus et reditus manat. Capital, 
the source whence any profit or rent flows.” 

It is clearly to be understood tliat there is no such thing as 
absolute Ca})ital. Whether any Economic Quantity is to be 
termed Capital or not depends not upon the nature of the thing 
itself, but exclusively on the Method in whicli it is employed. 
We have already seen that Economic Quantities aie of three 
distinct orders, and as any of these may be used so as to pro- 
duce a profit, it follows that Capital may be of three distinct 
kinds. Thus if I have a sum of money wliich I spend in pur- 
chasing things for my own use and enjoyment, it is not Capital ; 
but if I use it so as to produce a profit in any way, it then be- 
comes Capital. Thus if I lend it out at interest; or buy goods 
with it to sell again with a profit; or invest it in a commercial 
enterpiise of any sort; or in tlie funds : or if I spend it in ac- 
quiring the knov ledge necessaiy to exeicise a profession such 
money is capital. And tlie things or commodities purchased for 
the purpose of ])iodiicing the piofit, are termed Capital as well: 
because though the money was originally employed in acquiring 
them, they are again employed in jjurchasing money, and tliere 
is no profit unless they sell for a greater sum than was spent in 
purchasing them. 

So any material thing may be capital. The land belonging to 
a landlord is Capital to him if it produces him a profit. Several 
great noblemen possess immense tracts upon which great part of 
London is built, whicli yield them an enormous revenue : that 
land is Capital to them. 

So many natural advantages may be Capital. If a person has 
a natural waterfall in his grounds and he makes no use of it, but 
considers it as a mere ornament, it is not Capital ; but if he uses 
it to turn a mill then it becomes Capital. So if he has a spring 
of mineral water which acqiuies a reputation for curing diseases, 
and so causes visitors to flock to the place, and live there for the 
benefit of the waters, thereby giving great value to the land and 
producing him a good revenue, it is Capital to liiiii. 

It is sometimes said that air, sunshine, etc., are not wealth, 
because they cannot be appropriated; but in many cases the 
climate is hona fide Capital to a country. The climate, it is 
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true, cannot be exchanged away, but it may attract strangers to 
come and settle there for the benefit of their health, Avho wo aid 
not have done so otherv ise, and so brings wealth to the place. 
The climate is real Capital to Madeira, the E.i\ iera, and many 
other places. 

So if I have inmlcai or histrionic talents, and use tlieiii merely 
for the amusement of myself and my li tends, these talents so used 
are not Capital ; but if I adopt tlie stage as a profession, or earn 
an income by giving lessons in music, or drawing, then these 
talents become Cajiilal. So ivith all the professions, clerical, 
legal, medical, military and naval, engineering, civil service, etc. 
So if I dig in my garden for my own amusement, my labour is 
not Capital, but it I dig, or plough, or do any other work for 
hire, then my labour becomes Capital ; and indeed to the gieat 
majority of the labouiing classes, their labour is tlieir only 
Capital, 

So trade secrets, so long as they can be kept secret, and persons 
can use them for the purpose of profit, are a very valuable kind 
of Capital 

So Economic Quantities of the tliii d order may be Capital also. 
If an author v riles a snecessful work, the eopyiight of it is 
Capital to him; or if he sells it to a })ublisher,itis Capital to the 
publisher. If a man Imys into the Funds, they become Capital 
to him. There is a class of traders whose business it is to buy 
and sell the Funds, or Shares in Commercial Companies. They 
are called Stockjobbers, and they keep a stock of this property 
on hand, just as other tiaders keep a stock of material goods. 
The business of a bankei is to buy commeicial debts. lie buys 
them from his customeis befoie they aie due for a lower price 
than their amount, and sells them when they are due to the 
debtors at their amount. These debts are to a banker, exactly 
the same as a stock of goods to a shopkeeper. They are Capital 
to him; and as he invariably purchases them with his own credit, 
Ms credit is Capital to him. 

One of the most important branches of this species of Capital 
is when fraders use their Moral Capital as purchasing power. 
They buy goods with their promise to pay instead of actual 
money ; and these pi omises to pay, or Rights to demand payment, 
oireuiate in commerce and perform the functions of money, and 
are themselves the objects of a gigantic commerce. 
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28. NTow, til ere are two fundamentally distinct ways in wliicli 
Capital may increase : — 

] . By a direct and actual increase of quantity ; Thus docks, 
and herds, cattle, corn, and all fruits of the earth increase hy 
adding to their numbers or quantity. 

2. By Exchange : that is by exchanging something tliat has 
a low value in a place, for something winch has a higher value. 

Now it is clear tliat money pioduces a profit, and, therefore, 
becomes capital, by the second of these methods. We do not 
sow soveieigns in the ground like corn, nor do they produce a 
crop of half-sovereigns. But money liecoines capital hy 
exchanging it for some goods, and wlilcIi may be sold or 
exchanged again for a greater sum than they cost. And it is 
also clear that any Economic Quantity -whatever winch is used 
as a substitute for money to purchase goods and for tlie ])mq)Ose 
of profit is capital as well as money, by the force of tlie very 
definition whicli Senior says all Economists are agreed upon. 

Smith says ^ A capital may be employed in four different 
ways: either, first, in ])rocuring tlie rude })rodnce annually 
lequii ed for the use and consumption of the society; or, secondly, 
in mainifactiiring and pre])aring that rude produce for immediate 
use and consumption; or, tlurdly, in transporting either the 
rude or manufactured pioduce from the jdaees -where* they 
abound to those ivhere they are wanted; or, lastly, in dividing 
particular portions of either into such small parcels as suit the 
occasional demands of those who want them.'’ Now it is clear 
that the last two ways are identical in principle, and include the 
business of the foreign merchant, the wholesale and the retail 
dealer — that is the whole operations of commerce or excliange. 
tieuce we may say that Smith enumerates three distinct methods 
of employing a caiulal productively — agiiculture, maiiiifaetures, 
and commerce, to which we must add, as Smith himself admits 
afterwards, money spent in acquiring the knowledge and skill 
necessary to exercise a profession. Now, without inquiring yet 
what the technical Economic definition of Frodiictmi is, which 
is done a little further on, we see at once that Smith enumerates 
exchange^ or purchase ^ as one species of piodiiction. Now 
Mr. Mill says‘^ — anything which is susceptible of being ex- 

^ WcaltJ' of Xafums^ JB IJ ^ c. 5 
- Pniinples of J*ohinal Fronomy^ JO, I , r i, ^ i 
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changed for other things, is caj^able of contributing to pioduc- 
tiou in the same degree ” as nioiiev, and also ^ bank notes, 
bills of exchange and cheques enculate as money, and perform 
all the functions of it.” 

hfow money becomes productive ca])ital by being cmplo}ed to 
piircliase things to be sold again at a prolit And if a man can 
purcliase things by means of his credit, tliat is, if he can pur- 
chase them by giving his promise to pay at a future time, and 
by so doing sells the goods at a higlier price, and so has a profit 
after paying and cliscliarging his debt, it is quite clear that his 
credit has been capital to him in exactly the same way that 
money would have been. 

Let us take a very simple example. Suppose a tailor wants to 
make clothes for a customer, lie pays, say £10 in cash to the 
cloth merchant, and after making iij) the cloth he sells tliem 
perhaps for £15. Then he has used his money as capital, lie 
has £10 at the beginning of the operation, and £15 at the end 
of it , or he lias made a profit of £5. 

Suppose the tailor has no money to buy the cloth with, then 
if he cannot buy it on credit, he cannot make the clothes, and lie 
cannot have any profit. 

Suppose, however, the cloth mercliant, believing in his honesty 
and capacity to pay, sells him the cloth in exchange for his 
promise to pay money three months after tlie time. As the 
payment is deferred, and as of course there is some risk of loss, 
he will, by way of insurance, charge the tailor a somewhat 
higher price than the cash price. Suppose lie vsells his clotli in 
exchange for the tailor's promise, to pay £11 three months after 
the time. Now this is as much a sale as if the price had been 
paid in money. The property in the cloth is gone to the tailor, 
and what the cloth merchant has received in cxcliange for it is, 
the Light, or Property, to demand £ll three months after date. 
And this Property is called a Credit or a Debt. 

The tailor having* purchased the cloth by creating a debt 
against himself of £11, payable in three months’ time, makes up 
the clothes as before, and is paid £15 by his customer. At the 
end of the three months he pays £l 1 out of this to the cloth 
merchant, and has, of course, remahiing for himself a profit 
of £4. 

2 PrincipUs of Political Economy^ B, III , c. 12, § 1, 
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Now, by the cash operation, he is better off at the end by £5 : 
and by the credit operation he is better off by £4, than he was 
at the beginning. It is true he has not made so great a profit 
by credit as by cash But still he has made a profit by his 
credit, winch he could not have made without it. Hence, by 
the very definition, his credit has been capital to him, nnd has 
produced exactly the same circulation of commodities, and 
employed the same quantity of labour that cash would have 
done. Hence, see that credit is productive capital in exactly 
the same way, and in the same sense, that money is. 

This veiy simple example must suffice here to illustrate the 
doctrine that ciedit is capital, which has been strenuously denied 
ill recent years The credit system will demand a veiy full 
examination and exposition in a futuie cha})ter, as by means of 
it almost all modern commerce is cariied on. The general behef 
and confidence that a man creates of his trust woitlimess ma}^ be 
called Moral Capital. But this is not subject to the science of 
Economics until he brings it into commeice, and effects pur- 
chases by means of Ins Promise to ]:)ay. Wlien this done this 
becomes an actual definite Tlight or Pro])erty, and is Incorporeal 
Property, which may be liought and sold like any Material 
Property. 

The General Definition of Capital then is: — Capital Is miy 
Economic Quciittiti/ used for the of Profit. 

Having then obtained this general conception of Capital, 
which is clear, simple, and comprehensive, and satisfies the 
canons we have laid down, we should have proceeded with the 
exposition of the subject, only unfortunately considerable con- 
fusion and error has been caused by employing definitions of 
Ca}utal which are too limited, and confined by iiiiphilosophical 
restrictions, and wm must give a little time to clear away this 
confusion. 

29. The word Capital comes to us from the Greek kKjiakawy^ 
a capital, or prineijial sum, placed out at interest 

Thus Plato ; de Beg., v. 742 : — Mt) dxoctcdmt tS daveiffctfierf 

Tokor fiiTt KsepaXatov 

Wot to i^et'urn to the lender either the hderest or the ecqjitui. 

Acts xxii., 28 — ’Eyd> woXXov KupaXatov 7i)v TroXirekiv TavT7]v 

iKT7i(Tafi7]y. 

Ihoiight this freedom for a great sum. 
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Siiidas says : — K£(pa\cua, ra )(p>}/ja7a — Capilalj money. 

We have not found any passage in which the word /ce^dXcaoi/ 
in Greek is used metaphorically for a source or fountain in 
general But in Latin the woid Caput is constantly used not 
only as a sum of money put out to inteiest, but as the source or 
fountaii? whence things spring. 

Thus in Livy, vi. 15. De capite deducite quod usuris pernu- 
meratur„ 

Tahe me ay from the Capital lohat is counted as loiter est. 

Also, vi., — Promulgavere legem de ^ere alien o, ut deducto 

eo de capite, quod usuris pernumerafcus esset. * 

They puhlished a law of debt that all that was rechoned as 
interest should he deducted from the capital. 

So Horace, tiat ,1,2., 14 — Quinas hie capiti mercedes exsecat. 

Me squeezes out five times the usual rate of inierest for liis 
eapoital. 

In these passages, caput is used strictly as a sum of money 
put out at interest. But it is also frequently used as the source 
or fountain of anything. Columella uses it for capital in general; 
xi. 1, 28 — lit et jacturam cai^itis amissi restituat. 

So as to o^estore the loaste of lost capital. 

In classical Latin we do not find that the word capitale was 
used in this sense, but it was in mediteval Latin. Thus we read 
in Ducaiige — 

Capitale. — Bebitae pecunise caput. Papias, capitale, caput 
pecunife : and it is said to be equivalent to sortes^ a usual Latin 
word for the capital of a sum lent: and he quotes several in- 
stances in which the word is used by media3val writers in this 
sense. 

In process of time this word was shortened into eaptale^ which 
was particularly applied to flocks and herds, because that was 
the |)rincipal wealth. Hence by corniption, come our words 
cattle^ applied to animals, and chattels applied to things. 

So the word Capital in Italian and French was applied to the 
sum of money invested in business, or put out at a profit. How 
a siim of money put out to interest is only a special application 
of a general idea ; and if we want to generalize it we may say 
that it is any Economic Quantity used for the purpose of profit ; 
or the source whence a profit springs. 

When the word Capital was first used by the Economists, 
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they first applied it to a sum of money put out at interest; 
afterwards, Turgot gave it a more extended meaning^ — 
^‘Whoever, either by the income of his land, or by the wages of 
his labour, or his industiy, earns every year more values than he 
spends, can place in reserve this siijierfiuity and accumulate it : 
these accumulated values are wliat we call a Capital.” He 
then shews how this cajutal in money may be invested in 
anything, such as an estate m land,^ — it is absolutely indifferent 
whether this sum of values, or this capital, consists in a mass of 
metal, or in anything else, because money represents every 
species of value, as every species of value represents money.” 
Thus Turgot introduced the notion of capital being the fruit of 
the accumulation of past labour: primarily money, and then 
any other things, such as farms, or merchandize'^ — ^^We have 
seen that money counts for almost nothing in the sum total of 
existing capitals, but it counts for a great deal in the foimation 
of capitals. In fact, almost all savings are made in money; it is 
in money that incomes aie paid to proprietors, that advances 
and profits return to undertakers of all sorts: it is, therefore, 
money that they save, and the annual inciense of ca})itals is 
made in money. But the undertakers make no use of it but to 
change it immediately for other sorts of things, in which their 
enterprises turn : so this money returns into circulation ; and the 
greatest part of capital only exists in things of different kinds.” 

Thus Capital was extended to mean anything which gave a 
profit, but it was held to bo the result of anterior labour. Adam 
Smith says^ — ^AYheii the stock which a man possesses is no 
more than sufficient to maintain him for a few days, or a few 
wmeks, he seldom thinks of clearing any revenue from it. lie 
consumes it as sparingly as he can, and endeavours by his labour 
to acquire something, which may supply its place before it be 
consumed altogether. His revenue is in this case derived from 
his labour only. This is the state of the labouring })Oor in all 
countries. 

But wffieii he pjossesses stock sufficient to maintain him for 
months or years, he naturally endeavours to derive a revenue 
from the greater part of it, reserving only so much for his imme- 
diate consumption as may maintain him till the revenue begins 

^ Sur la formatwn et la dibti ibution ties 55 59 , 

2 IJjuL, § 59 » Ihd , ^ 100 

^Wealth of B 11., c 1 , 

Q 2 
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to come ill. Ills whole j^tock, therefore, is (livided into two 
paits. That part which lie expects to alForcl him this revenue 
is called lus The other is tliat wliicli supplies his im- 

mediate consmii])tioii, and wdiich consists either, iirst, iiT that 
portion of Ids whole stock Clinch was oiigiiially leseived for this 
purpose, oi, secondly, in his revenue, from whatever source 
denved, as it gradually comes in; or, thirdly, in siicli things as 
had been purchased by either of these m foimer years, and which 
are yet not entirely consumed, such as a stock of clothes, house- 
hold furniture, and the Lke.” 

Thus Smith shews that he considers Capital to be an Economic 
Quantity einplo} ed in a particular way, and his description cer- 
tainly implies the necessity of anterior accumulation. 

Smith, however, could not help perceiving that a trader may 
derive profits from something else besides his stock. He says ^ 
— ‘’Trade can be extended as stock increases, and the Ckedit 
of a frugal and thriving man increases much fiister than his 
stock. Ilis trade is extended in proportion to the mnount of 
hoih^ and the Mini or amount of his profits is in projiortion to 
the extent of Ins trade ; and his annual accumulation in propor- 
tion to tlie amount of his profits.” Thus Smith sees here that 
Credit is a source of profit just in the same way that stock is, 
and as we sball see very shortly. Smith enumerates paper cur- 
rency of all kinds under the head of floating Capital. He also 
enumerates the intellectual qualities and talents of the peoifie 
as capital because they make a profit hy them. 

So J. B. Say, after eiiiimeratiDg in several places the various 
things of which capital consists, includes m it the various 
sciences and professions, and in fine, emrythbig which is ein- 
])Ioyed in a productive operation — “ That is why Ifoiii the 
moment in which this value resides in objects employed in a 
productive operation, I call it a Capital.^ whatever be the objects 
ill which it resides.” ^ 

Tlie qualification “ the result of past labour ” has been added 
by nearly all English writers to the definition of Capital, 
liicardo says® — ‘-Even in that early state to winch Adam Smith 
refers, some capital^ though possibly made and accmniilated by 
the hunter himself, would be necessary to enable him to kill his 
1 1] ealtlt eg Xations, JD I., c. 10 
^ Cvurs, Pari I.^c 8 

* Piincfpes of Political Economy and Taxation^ p 16 
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game”; but we find no explanation of this word Capital till 
p. 89 — Capital is tliat part of the Wealth of a country whicli 
is employed in })rodiiction, and consists of food, clothing, tools, 
raw**" materials, machineiy, &g , necessary to give effect to 
labour.” But Ricardo has not told us what he means by Wealth 
or Production, so that -we are really left in the dark on the 
subject. 

Senior says ^ “ The term Capital has been so variously 
employed that it may be doubted v/hether it has any received 
meaning. We think, however, in j) 0 ])ular acceptation, and 
in that of Economists themselves when they are not reminded 
of their definitions, that word signifies cm ariicle of wealth, 
the result of human exertion, emploijed in the produdlon or 
dlstrlbiitlou of wealth. We say tlie lesuk of human #xertioii 
in order to exclude those jmoductive mstniments to which 
we have given tlie name of natuial agents, and which alford not 
profit, in the scientific sense of that word, but rent ” 

This definition of Capital, however, does not agree with wliat 
Senior said elsewhere, whicli we have already quoted, that 
Economists are agreed that 'whatever gives a profit is properly 
termed 0 a 2 )ital. 

Mr. J. S. Mill says^ — ^^It has been seen in the |)receding 
cha])ters that besides the jnimary and umveisal rc(]uisites of 
production, labour and natural agents, there is another requisite 
without winch no productive ojiejations beyond the rude and 
scanty beginnings of primitive indiistiy are possible: namely, a 
stock pieviously accumulated of the })iodacts of former labour. 
This accumulated stoch of the produce of Udmur Is termed 
Gapltah The function of Capital in production, it is of the 
utmost importance thoroiiglily to undei stand, since a number of 
the erroneous notions ^vilh which our subject is infested 
oiiginate in an imperfect and confused aiqireheusioii of this 
point. 

‘‘ Capital, by persons wholly mmsed to reflect on the subject, 
is sujiposed to be synonymous uith money. To expose tliis 
Biisa]>|)rehension would be to lepeat what has lieeii said m the 
introductory chaider. Money is no moie s}iiOii}mous with 

^ FohU( a! J.LOTumnj^ p, Trj 
2 Fnnciplts of FuhUud E( 0 }mhy^ D J , r 1 
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capital than it is with wealth. Money cannot in itself perform 
any part of the office of capital since it can afford no assistance 
to production (?) To do this it must he exclianged for other 
things, and anythbtg %chich is susccptlhle of being exchcniged 
for other things is capable of contributing to production in the 
same degree. What Capital does for production is to afford the 
shelter, protection, tools and materials which the work requires, 
and to feed and otherwise maintain the labourers during the 
process. These are the services which present labour requires 
from past, and from the produce of past, labour. Whatever 
things are destined for this use— destined to supply productive 
labour with these various prerequisites—are Capital. ^ ^ 

“ The distinction, then, between Capital and not Capital, does 
not lie in the kind of commodities, but in the mind of the 
capitalist — in his will to employ them for one purpose rather 
than for another; and all property, however ill adapted in itself 
for the use of labourers, is a part of capital as soon as it, or the 
yaluo to be received from it, is set apart for productive employ- 
ment.” 

Thus Mr. Mill fully agrees in the distinction that capital is not 
any particular thing, but that whether any article is capital or 
not, entirely depends on the method in which it is employed ; 
and he also says that any thing which can be exchanged, and 
all property set ajiart for production, may be capital — admissions 
we shall find heieafter to be of the most important consequence. 

We need not quote any more writers, as they say nothing 
different, but we may gather that, with few exceptions, they 
acknowledge that nothing is absolutely capital, but that whether 
it is so or not, depends upon the method of its use, or employ- 
ment. 

This would be perfectly satisfactory as a general definition, 
but it will be seen, they all clog the definition with the limit- 
ation that it is the fruit of past labour. Thus we think the 
spirit of these definitions may be expressed thus : — 

Capital is wealth accumidated from 2'>cist labour^ and em- 
ployed in a particidar loay, 

Now this definition violates the first canon we laid down re- 
garding the ^formation of conceptions, it is not general, it is 
limited, for it is not wealth in general, but wealth the fruit of 
past human labour. 
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The question is to consider whether this limitation is necessary 
and essential; or whether it is accidental and may be rejected. 

Now we observe that though it is true that a great portion of 
existing capital may be the result of human labour, it is 
perfectly manifest that the first capital men possessed, was hot 
the result of human labour. 

Wlien man was fii st placed upon the earth, it is undoubtedly 
certain that he found the means of support already prepared 
for him. This is a conclusion that all must agree in. The most 
ardent sticklers for the literal interpretation of the first chapter 
of Genesis, and the most sceptical of geologists, are unanimously 
of opinion, that, however, or whenever, man appeared on the 
earth, he found fruits and corn, and cattle, and fish, already on 
the earth prepared for his use. No one can allege that the first 
cattle, the first fruits, or the fiist corn were the result of human 
labour. 

Mankind, therefore, employing part of these for immediate 
use, and setting aside and reserving another portion for increase, 
for reproduction, for producing something for future use, 
immediately turned them into Capita.l, which was not the 
result of human labour. 

Moreover, though fiocks and herds may be appropriated and 
tended, and may be kept for the purpose of increase, it seems 
to us to be a most violent abuse of language to say that cattle, a 
species of capital, — in fact, a corruption of the word — are the 
fruits of accumulated human labour. 

We may say the same of fruit-bearing trees; they are ca})ital, 
but cannot properly, as we think, be called the fruits of human 
labour. The same is true of corn, though there is moie human 
labour employed about that : it seems to us to be an incorrect use 
of language to call corn the result of human labour. Man indeed 
may plant and water, but is it man who makes the corn grow? 
Paul may plant and Apollos may water, but it is God that giveth 
the increase. 

Now no doubt it is undeniably true that a great quantity of 
capital is the result of accumulated human labour: but as we have 
shewn that all original capital, and a great portion of existing 
capital, is not the result of hiuiiaii labour, it manifestly follows 
that the limitation the accumulation of past human labour,’ is 
not the emnce, but the accident of capital, and must be rejected 
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from the general definition. It is a very strong instance of tlie 
great geneial law in Inductive Logic, tliat in liaimiig concepiioiiB 
and axioms tlie negatlre instance is the stronger of the two 

In fact it is quite clear that to insert the quaiiiication, “the 
produce of past liuman labour,” is to give a descr'qition of liow 
it was got: and many authors content themselves with telling us 
what things tliey consider to he Capital. jSTow, we do not want 
a descrii-itlon of how capital is got, nor an enmmrotlon of what 
things aie Capital, but we want a Conception, or Definition, 
of what Capital is. 

We conclude, therefore, that the definition of Capital must be 
disembarrassed of the condition with wLich it is clogged, it is 
the intrusive idea which must be eliminated, and we have as the 
general conception of Capital, that it is any Economic Quantity 
used for the purpose of profit. 

We shall find that it is of the greatest importance to the 
right comprehension of the whole of Economics to have this 
clearly understood, and w^e shall see that a great deal of con- 
fusion and misa]')})re]iension has been caused in the science by 
this erroneous limitation. Mr. J. S. Mill says that anything 
which may be exchanged may be cajiital in the same wuiy that 
money is, and in seveial places he says that bank notes may be 
capital; and how aie bank notes, or credit, of wdiich they are 
one form, the accnmulatioii of ])ast human labour? There are 
abundance of tilings ’which may be exchanged, and wdiich give 
a profit wdiich are in no way the result of past human labour. 

Examination of Mr, MilV% four fimdamental propositions 
respecting Capital. 

SO. Having thus obtained a general conception of Capital, 
wm should have proceeded with tlie exposition of the subject, 
but Mr. Mill lias laid dowm ^ wliat he calls four fundamental 
propositions respecting Capital, w^hich we must examine. 

These four fundamental propositions are : — 

1 . That industry is limited by Capital. 

2. That all Capital is the result of saving. 

3. That although saved, and the result of saving, all Capital 
is nevertheless consumed, i. 6., destroyed. 

1 Principles of Political Economy^ S. I ^ c, 5. 
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4. That what supports and emi^loys Productive Labour 
is the Ccapital expended in setting it to work, and not the 
demand of purchasers for the produce of the labour when 
completed. Demand for commodities is not demand for 
labour. 

Mr. Mill’s first proposition that industry is limited by Capital 
is taken from Smithy who says ^ The general industry of the 
society never can exceed ^vhat the capital of the society can 
employ. As the number of workmen that can be kept in 
employment by any particular person must bear a certain 
propoition to his Capital, so the number of those that can 
be continually employed by all the members of a great society 
must bear a certain proportion to the whole Capital of that 
society, and never can exceed that proportion. ISTo regulation 
of commerce can increase the cpiantity of industry in any 
society beyond what its capital can maintain ” To this wm may 
observe that Smith expressly says, as we have seen, that trade 
can be extended in proportion to the stock and the credit of the 
trader, and he classes paper currency under Capital. Now 
in modern times nineteen-twentieths, or probably it would 
be far nearer the truth to say tliat ninety-nine hundredths 
of industry is carried on by credit. Unless Credit be admitted 
to be Capital this 2 )roposition is entirely false. 

With respect to the second pioposition, that all Capital 
is the result of saving, it has been already disproved. It is only 
some Capital that is the result of saying. Besides many other 
things that might be named, the infinitely greater proportion of 
modern commei ce is carried on by means of Credit, wdiich we 
shall abundantly shew every Economist, including Mr. Mill, 
declares to be Capital. Now how is Credit the result of 
saving P This proposition is, therefore, not only not fundamental, 
but absolutely erroneous. 

The third proposition that although saved, and the result of 
saving, all Capital is nevertheless consumed (^^ e., destroyed), is 
if possible even far more erroneous. 

The Duke of Bedford and the Marquis of Westminster are 
the proprietors of vast districts of ground on which London 
is built. This ground yields them enormous revenues; it is 
therefore capital to them. How is it consumed ? 

^ Wealth of Nations, B, IV, c. 2 . 
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The great Joint Stock Banks of England and Scotland trade 
by means of their credit ; every writer in the world who knew 
what he was writing about, has fully understood and said that 
the Credit of a Bank is capital to it, because it makes all its 
purchases and all its profits by means of its Ciedit. How is its 
credit consumed ? 

A great author writes a work. The copyright of it is capital 
to him, the result of labour ; or he sells the copyright of it to a 
publisher, and it becomes the publisher’s capital. It may no 
doubt be destroyed by an act of the Legislature ; but how is it 
consumed ? 

A person by his skill discovers some valuable trade secret 
which brings him in great profits. This trade secret is partner- 
ship assets and capital. Plow is it consumed ? 

A professional man or a trader buys the practice or the good- 
will of a business ; this is capital to him : how is it consumed ? 

The street crossings in London are valuable property, or 
estates, just like land. They are bought and sold; they are 
bequeathed; they form the subject of marriage portions ; just 
like other estates in land. How are they the result of saving ; 
how are they consumed ? 

The proprietor of land discovers a mineral S2:)ring on his land. 
This spring is found to be beneficial in many diseases. People 
crowd to it, a great demand for houses springs up, and the land 
produces a large revenue to its owner. It is therefore capital. 
How is it the result of saving? The spring flows on for ever; 
how is it consumed ? 

A Dock, a Canal, or a Railway Company collect subscriptions 
from their Shareholders ; this is their capital : they then expend 
that capital in excavating the dock, or the canal, or in forming 
the railway. The dock, the canal, and the railway then become 
their capital, and no doubt require a certain sum to be expended 
in maintaining them in repair. But how are they consumed ? 

We might give several more instances, if necessary, to shew 
that it is wholly erroneous to say that it is a fundamental pro- 
position respecting capital that all capital is consumed. But the 
above are quite sufficient to show that it is only a partial truth. 

Mr. Mill’s fourth fundamental proposition respecting capital 
is stated thus^: — now pass to a fourth fundamental 
^ Book ck* 5, § 9. 
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theorem respecting Capital which is, perhaps, oftener over- 
looked or misconceived than even any of the foregoing. What 
supports and employs productive labour is the capital expended 
in setting it to work, and not the demand of purchasers for the 
produce of the labour when completed. Demand for com- 
modities is not demand for labour.” As the discussion which 
the consideration of this proposition gives rise to seems to us 
to belong more properly to the remuneration of labour, we shall 
defer it till the Chapter on Wages. 

On Fixed and Floating Capital. 

31. The true definition of Capital, then, is any Economic 
Quantity whatsoever used for the purpose of profit. But capital 
itself may be used in two different ways so as to produce a 
profit. It may either remain in the owner’s possession, — and 
then it is usually called Fixed Capital — or he may part with 
the possession of it, and it may bo replaced to him with a profit ; 
in this case it is called BToating or Cieculating Capital. 

Smith, B. ii , 0 . i., enumerates four species of fixed cap! tab 
1st. Useful machines and instruments of trade; 2ndiy. Build- 
ings used in all sorts of trade ; 3rdly. Improvements of land ; 
4thly, The acquired and useful abilities of the members of the 
Society. 

He also enumerates four species of floating capital. 1st. The 
money by means of which the other three are circulated and 
distributed to their proper consumers ; 2ndly. The stock of pro- 
visions in the hands of various dealers; 3rdly. The materials 
in the hands of different work-people to be made up ; 4thiy. 
The same materials when made up into finished products and 
ready for sale. 

It is clear that this enumeration is very far from being com- 
plete, because there are many species of property omitted, which 
yet are capital. But under the tei'm floating capital he enume- 
rates money. And under the term money, he always includes 
paper money of all sorts and descriptions. Since Smith’s day 
a distinction has arisen between paper money” and ^^laper 
currency,” but he always includes every species of paper under 
the term money, or the wheel of circulation, which he terms 
floating capital How this paper currency is simply Cbedit, 
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And hence we see that Smith expressly enumerates credit under 
the title of capital. 

It is clear that if the return be made in one operation, it must 
include the wliole sum necessary to replace the article, as well 
as the iiitemled profits. But if the return be made by instal- 
ments at fixed periods, say a year, each instalment must consist 
of a Sinn partly to replace the deterioration of the article itself 
during that period, and partly to form the excess, or profit, of 
the capitalist, so at the end of the term, when the article is 
worn out, the sum of all these instalments should be sufficient to 
replace the original article together with the profits. 

It is clearly to be understood, that it is according to the 
intention of the person who produces an article, and the purpose 
for which it is produced, that it receives either of these names, 
and not according to the nature of the article itself. The same 
article may receive different names, according as it passes to 
different owners, who produce it, or cause it to be produced for 
different purposes. The same article may floating capital in 
the hands of one man, Midi fixed capital in the hands of its next 
possessor, if the first produces it for the purpose of selling it, 
and the second purchases it for the purpose of deriving an 
income from its use. 

This distinction may also be stated thus. That if the whole 
price of the article is paid out of the current income of the 
country, it floating capital] but if only the interest, or revenue 
derived from its use, then it is fixed capital. This distinction 
is often overlooked, and the ,term fixed capital is applied to 
articles of a certain nature, and floating capital to articles of 
another nature. Thus, houses and lands, machinery, railways, 
and ships are frequently termed fixed capital. But this is ex- 
tremely erroneous. If a person employs his capital in building 
houses for the purpose of selling them immediately, they are 
floating capital in his hands, for their price is paid in one opera- 
tion. But if another man buys them for the purpose of letting 
them out to tenants, and so only deriving a revenue from his 
capital, they become fixed capital in his hands. Many persons 
buy land on speculation, for the purpose of selling it again at a 
profit. The land in the hands of these jobbers floating capital^ 
but if another buys that land for the purpose of letting it out to 
farmers, or cultivating it himself, and so only making a revenue 
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of itj it becomes capital to him. So with machinery ; to 
the machine makers who makes it for the purpose of selling it to 
the niaiinfacturer, it is floating capital. In the hands of the 
manufacturer, who buys it for the purpose of increasing the 
quantity of his productions by its use, and so only making a 
profit ol it, it becomes fixed capital. Hence, we may state 
generally, that all ai tides, whatever be their nature, while they 
are in the hands of a person w^ho deals in them, that is who pro- 
duces or buys them for the purpose of selling them again, as 
soon as lie can, are -floathig capital. As soon as they pass into 
the hands of a person who only makes a profit by interest 
derivable from their use, they fxvOi fixed capital. 

The articles we have just mentioned are, it is true, generally 
produced with the intention of their ultimately becoming fixed 
capital, but we have shown that they may, or they may not, be 
fixed capital, when they are produced, according to different 
circumstances ; and, unless we know w^hat those circumstances 
are, it is impossible to decide which name is to be given to them. 
It may also be easily shown how articles which are usually classed 
as floating ca})ital may become fixed ca}>ital. Furniture and 
clothes would usually be termed floating capital, because they 
are generally made for the purpose of being sold. But if a 
person made them for the purpose of only letting them out for 
hire, they would become fixed capital m his hands. An ordinary 
tailor usually makes clothes to be sold to his customers, so they 
are floating cai3ital to him. But in the hands of Nathan, who 
lets out uniforms and dresses for particular occasions, they 
become fixed capital, just as much as a house or a mill. So, if 
a cabinet-maker makes furniture, for the purpose of letting it out 
for hire, that furniture is as much capital as any railway. 

We thus see how improper it is to apply the term either of 
floating or fixed capital to any object, whatever be its nature, 
unless we know the intention of its owner in using it. And 
unless an article is incajiable of being applied to more than one 
of these purposes, it is not correct to call it by either name. 
There are very few articles to which the name of fixed capital 
may be invariably applied, the only one to wdiich it is necessarily 
applied is the knowledge, skill, and capacity of an individual. 
Those to which it may be applied with the least risk of error are 
Railways, Canals, Docks, and agricultural improvements. The 
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instances are very rare in which such things as Railways, &o., 
are made for the puri^ose of being sold. If that did happen^ 
they would have to be called floating capital, in the hands of 
such a person or company. So that we may safely say that there 
are no articles which aie necessarily fixed capital. Nor are 
there any which are necessarily floating ca])ital. The mode of 
expending capital, which is almost invariably floating capital, is 
the wages of labour. In all ordinary cases in this country, the 
wages of labour are floating capital. But in slave countries the 
case is diflerent. There the slaves are fixed capital. The same 
thing occurs in this country, wdiere people sometimes enter, as it 
were, into a species of modified servitude Sometimes people 
hire themselves out to others for a certain period, who are al- 
lowed to let them out for particular occasions, and receive the 
money for their performances. Thus, it is not unusual for the 
most eminent singers and musicians to agree to serve the large 
music-sellers for a definite period, during which their employer 
has the right to let them out on occasions, just like instruments 
or plate. 

To the capitalist who lives merely on the profits of his capital, 
it may make very little diflerence whether he reaps that profit 
in one oj^eratioii or in many, as the result must always be the 
same to him in the end. But to the class of persons who live by 
their daily labour — the workmen in his business— the difference 
in the mode of employing capital is of vital importance. Thus, if 
the builder of a ship means to sell it immediately, and be paid 
the whole price of it at once, he will employ that money in 
building another ship, and the full amount of the price of the 
ship, deducting the part which goes to support himself, will be 
expended in the wages of the shipwrights, and on the producers 
of the materials for the new ship. In this case it is floating 
capital. But if the builder of the ship means only to let it out 
for hire, and receive a jieriodical instalment for its use, he can 
only employ the part of that instalment which represents its 
deterioration in building a new ship ; consequently, if he changes 
the nature of his business very suddenly, that is, if he suddenly 
turns his floating into fixed capital, the fund applicable to the 
promotion of labour will be greatly diminished, and it must infal- 
libly cause great distress among the persons who were dependent 
on him for their support. By seeking other employments they 
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may, perhaps, ultimately be as well off as before ; but it is quite 
clear that if a large number of persons have been accustomed to 
have a particular kind of labour found for them, any sudden 
change by which the system is disorganized, must produce at 
least temporary distress It might be said that the capital of 
the purchaser of the ship, instead of going to the builder of the 
ship, and being spent among that class of woikmen, might be 
employed m encouraging other species of industry, so that the 
result to the whole community would be the same. But the 
overthrow of any system upon which a great number of people 
depend, must be followed by much suffeiing. It appears then, 
that the conversion of floating into flxed capital, requires to be 
done with great caution, and only in certain quantities, to avoid 
its being injurious to the interests of large classes of persons. 
And if a large class of the public are seized with a sudden mania 
to convert an unusual quantity of their floating mto flxed capital, 
it must inevitably be followed by at least temporary distress. 

32. We have observed that, if the owner of an article disposes 
of its use for ever, or sells it, the price should be sufficient to 
replace the article, together with the profits. When he only lets 
it, the rent or hire is composed of one part for the deterioration 
of the article, and the other for the necessary profits. From this 
it follows, that the more permanent the article is, the lower will 
be tlie rent, or hire, compared to the price, because, assuming 
the profits to be the same, the deterioration is less during any 
given time. If it be of a perishable nature, the hire will be high 
compared to the price, because the deterioration will be great. 
A few cases will verify this remark. The rent of land is very 
low, compared with its price, usually not more than 3 or 4 per 
cent., because, among other reasons, the deterioration is very 
small. The rent of houses is much greater compared to their 
price, usually or 8 per cent., because the deterioration is 
greater; the hire of furniture is considerably more, usually 15 
or 20 per cent, because the deterioration is greater still, and so 
on, so that the hire must always be greater as the deterioration 
increases. From this it follows, that the hire of any article is 
,by no means proportional to its value. Some important questions 
connected with these considerations will occur hereafter. 
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On Peoduction and Consumption. 

S3. The words Production and Conmmptlon are two of the 
leading fimdainental conceptions of Economics, and are alwa}s 
used as correlatives. It is said that Consumption is the end of 
all Production. But unfoitnnately the meaning of neither woid 
is settled, sodhat it is impos>sil)le to affix any meaning to the 
proposition, and both 'words are often used in senses ■which are 
manifestly inadmissible 

We have already seen that by Production, the Physiocrates 
meant the obtaining all soits of pioduce from the earth, and 
bringing it into commerce. After passing through various 
stages which they called Distribution, it passed into tlie hands 
of the final purchaser, who bought it foi* use and enjoyment. 
This final purchase the Physiocrates called the Acheteur- Con- 
Bommateur. 

But as the Physiocrates maintained that ail products are ulti- 
mately exchanged against products, the Acheteur- Consommateur 
of one product must have some product of his own to offer in 
exchange for it. The complete exchange of one product against 
another product they called Commerce, or Exchange. 

They held^ that money is of no use but to facilitate the ex- 
change of products: being itself only an intermediate pledge 
between buying and selling. That coniinerce by the intervention 
of money is incomplete^: in an exchange, things are consumed 
{consommes) on each side ; they are what peo])le wish to enjoy. 
In a sale it is only the purchaser who fulfils his object, but all 
is not finished for the seller : the money he receives is not a hien 
capable of being enjoyed : he must in his turn become a buyer. 
An Exchange arrives directly at its object which is consumption 
(consommationj ; but a contract in which money intervenes is 
not consummated, or completed, or perfected {Gonsomme\ be- 
cause the seller must become a buyer. To arrive at the con- 
summation, or completion {consommation) there are required 
four terms and three contractors. 

Consumption is the measure of reproduction, because pro- 
ducts which remain without consumption degenerate into 
superfluities without value. 

1 Quesnay j Dialogue surles travaux des artisans. 

® Le Trosm ; De Vinterit social, ch ii 
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We therefore see clearly what the Physiocrates meant by 
Production and Consiiniptionj and an Exchange or Commerce : 
Commerce being the complete passage of a product from 
the place of prudiictioii to the place of conySumption ; from the 
first seller to the last biijw-consumer {achcteur-consommatem\) ^ 

The Physiocrates held all laboui, except only agrioiiltiiralj to 
be sterile and improdiictirej because it did not increase the 
quantity of inaLeiial products: aikl that neither labour ndl 
commeico enri<di a state. 

But Beccaiia (ItOO) and Vend {11'12) in Italy; Smith (lYYfi) 
In England; and Ooiidillac (It'ZO) in Prance rose up against the 
doctrine that manufactures and comiiiercc are not pro<luctive of 
wealth. 

Now it is clear tliat the woids Production and Ooiibuinption, 
as hitherto used, are complex terms, involving seveial ideas; 
and we must now, in accordance with die canons we laid down 
concerning the formation* of General Conceptions, ascertain the 
single general idea which each of them re])re.5ents. 

On PnoDuwnoN, 

Smith says that Capital may be employed productively in 
four different ways, and that all persons vrlio are engaged in 
these operations are productive labourers.* But, unfortunately, 
though he eiiiiinerates several methods of employing capital 
productively, and several classes of peisons whom he denomi- 
nates productwc laboureis, he gives no deJi}iHlon of what Pro- 
duction is, and sliall have to shew hereafter that he is very 
inconsistent uith himself on the subject of Productive La])our. 

J. B. Say rightly adopted the extended meaning of pro- 
ductive labour given by Smith and Condillac, and felt it nec*es- 
sary to enlarge tlie oi'igmal definition of llic word. He »sa}sl- — 

We cannot create objects: the mass of matter of which the 
world is com 2 )osc<l can neither be increased nor diminished. 
All that we can do is to reproduce these matters under another 
form, which makes them fit for some purpose which tlie^ liad 
not before. Hence there is creation, not of matter, but oi 
utility, and as this utility gives them value, there is Frodmihn} 
qf WeedtL 

« This is the meaning of Production m Political Economy, 

J Mann de la Bfaeu , Vouhr iiafuri 1 rZ\s* .soat'tes paUtique^, eh \ i 
2 JhnL fl , eh 5 , ^ Tianiq Bool /, ck 1 
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and in tliis work. Production is not the creation of matter^ but 
the creation of utility. It is not measured by the the 

volume, or the weight of tlie product, but by the iitiiity which 
has been conlerred. There is then truly Production of Wealth, 
W'here there is ci cation or increase of utility.” 

Say also adopts Smitli’s enuineiation of Pioductive labourers, 
agricultural, mniiufactuiiiig, and commercial: and he sa}'S that 
commercial industry contributes to production by raising the 
value of a product by its transport from one place to another. 

So again he says ^ that Production is to give a recognized 
value to anything which makes it capable of proem iiig some- 
thing else in exchange of equal value ; and that commercial pro- 
duction IS the creation of a value obtained by the transport or 
the di^tribulion to consumers of pioducts already existing. 

So again he says‘^ — We cannot bring out of nothing a single 
particle of matter ; we cannot even send' back a single particle 
into nothing ; but we can call out of nothing the qualities which 
make matter, wdilch had no value previously, acquire a value, 
and become wealth. It is in this that Production consists in 
Political Economy. Tliere is the miracle of human industry : 
and the things to which value is thus given are termed Products. 

^^To create products, not being able to create matter, the 
action of industry is necessarily confined to separating, com- 
bining, and transporting the molecules of which it is composed. 
It changes the state of matter, and that is all: and by this 
change of state it makes itht to serve us.” 

Now so far as regards matter and mateiial products, this is 
undoubtedly true: but J. B Say himself makes immateiial pro- 
ducts an integral ]Dart of Economics, and treats them as Wealth 
and Capital, just in the same manner as material products. He 
says that the sciences, and talents of professional men, are capital 
wduch give a revenue, and how are these sciences and talents 
formed out of the particles of matter? They are the pure 
products of thought. But those who provide them when they 
are wanted, are evidently as much producers as the producers of 
material products. 

Say also admits Eights, such as Commercial Obligations of 
all sorts, Copyrights, &c., to be Wealth: but how are these. 
Rights formed out of particles of matter ? 

‘^S^iiome at tie end of tie Traits, 2 CrntrSf Part Z, Zw. I., cl, IK 
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Mr. Mill says ^ The production of wealth : the extraction of 
the instruments of human subsistence and enjoyment from the 
materials of the globe.” And though the first book of his 
work is devoted to Production, he gives no faitlier definition of 
it. In it he enumerates the different kind of labourers whom 
he considers to be productive. However, in a subsequent part 
of his work he admits that transpoit in commerce is one spec-ies 
of production — He says ^ Improvements in production ; under- 
standing the last expression in its widest sense to include the 
process of procuring commodities from a distance, as well as 
that of producing them.” 

So Mai thus deSnes Production to be® — “The creation of 
objects which constitute wealth.” 

So Destutt de Tracy says “ Hot only can we never create 
anything, but it is impossible for us to conceive what it is to 
create or to annihilate^ if we rigorously understand by the 
words to make something out of nothing, or to reduce some- 
thing to nothing ; for we have never seen anything come out of 
nothing, or return to it. Thence the axiom ad m^' tied by all 
antiquity — Nothing can come from nothing, and Nothing can 
go back into nothing. What, then, do we do by our labour, 
by our action on all the things which surround us ? Kever any- 
thing but effecting on these things changes of form, or place, 
which apply them to our use, and which make them useful to 
the satisfaction of our wants. That is what we must under- 
stand by Froducing; it is to give things a utility they had not 
before. Whatever our labour may be if it does not result in a 
utility it is unfruitful ; if it results in one it is productive.” 

We need not give any more extracts, because it is certain 
that these sufficiently represent the general use of the word 
Production by Economical writers. Now we observe that the 
general drift of all these discussions on production is to consider 
the process by which the product is obtained. Now if this 
were a true view of the Economic meaning of Frodiietion^ it 
would follow that when we treated of the “ Production of 
Wealth” in Economics, we should have to investigate the whole 
science and art of agriculture, of mining, and all the processes 


1 Preliminary Bernards, ^ Book JF., c. 3, § 1 

- 3 Bejiiiitions in Political Economy 235 
4 TrmU d'economie politique, p. 82. 
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in maniifiictiires of every clGse.ri[)tion, and all trades^ because 
all these thing's are the prodiicliun of wcaitli according to the 
definition given a])Ove. But this is a coinplele error. Every 
Economist would at once say that this is a complete misconcep- 
tion of the subject. Economic.s lias nothing to do with any of 
the processes of agriculture, mining, maiiufacturiiig or the 
handicraft of any workman, ]>ut only with the oalne of the pro- 
duct when obtained. A product does not enter into the science 
of Economics until it enters into commerce, and seeks to be ev- 
changed, and the sole }>iirpoit and aim of Economics is to 
determine the relative quantities of other pi’odiicts it can bo ex- 
changed for. The earliest Econoniist?^ over and over again said 
that the science lias notlimg to do with products which are 
obtained and enjoyed by their producers witliout being ex- 
changed. And Whately \ J3astiat and Ferry already quoted, 
clearly enforce the same doctrine. By dwelling so much, there- 
fore, on the process of obtaining products, these Economists have 
given a wrong direction to the ideas of their readers, so far as 
regards Economics, and we must now ascertain what is the true 
Economic meaning of Production, 

To ascertain this, we have only to look at the primary and 
original meaning of Produeere in Latin : it is to lead or bring 
forth; and it is the technical word used for e,vposmg to sale. 
Thus Terence, Punuchus, Act I., sc. 2, 1. 55, says : — 

“ Preliuin sperans illico 
PiiODuoiT veuclit,” 

Ilopmg for a good prlce^ offers her there for sale ; sells her. 

Again in the Memdon Timormnenos^ Act L, so. 1,1. 90 : 

‘‘Ancillas, servos 
Omnes nuonnxi, ac veiidldi ” 

All the slaves, male and femcxle, I offered for sale, and sold. 

So also Suetonius, Pe Ulus. gram, e 4, says: — Quum familia 
alien jus veiialis prodiiceretur ” — 'lYhen any one’s household 
slaves were offered for side. 

And the original sense of Produce in English is exactly the 
same as in Latin. It is to draw forth, to cause to come near. 
Thus in Isaiah xli., 21, it is said: Produce your cause, saith 
lj». m 2^101. 122. 
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the Lord ; bring forth, yonr strong reasons, says the King of 
Jacob.” And the marginal note says, Produce — cause to come 
near.” 

So Shakespeare says — Jiclins CcBsar^ Act III., sc. 1 : — 

Antony “ That’s all I seek 

And am moreover snitor that I may 
Produce his body to the market place 

So in JLear^ Act 5, so. 3 : — 

Alh. Produce their bodies, be they alive or dead 

So to produce a thing is simply to biing it forward, and place 
it where it is wanted. If a wntness is told to produce a deed or 
other document in court, it means that he is to bring it into 
court and place it there. So a gaoler is ordered to produce the 
body of his prisoner in court, whicli means that he is to place 
him there: so a cause may be adjourned for the produ^ctiou of a 
witness or a document: and tliis meaning is so coininoii that it 
requires no more examples to illustrate it. 

In the universal language of Oomnioree the J^rodu^cer is the 
person who offers any article for sale When it is said that the 
turn of the market is in favour of, or against, the Producer, it 
means that it is for oi* against the seller. 

So also in French the primary and original meaning of 
Produire is Fonsser en aoant j and of Production is Action de 
prodidre^ de mettre en amnt. 

And this is the true meaning of the vrords Produce and 
Production in Economics. They mean to bring into the market 
and offer for side or exchange. Econo^nms has nothing to do 
wdth any (juaiitity whatever except so fai as it is offered for 
sale; and any person who offers any tiling for sale is, in 
Economics, a Producer, no matter low he came by it; and 
whatever rpiantity is offered for sale is a product, whatever its 
nature. 

Thus xigriciilturists, Miners, Fishermen, Hunters are pro- 
ducers, because, knowing that people require food, clothing, 
and fuel, they bestow their labour in obtaining corn, and cattle, 
and fish, and coals, iron, &c., and offer tliese things in exchange 
for something else. 

^ LlHre j DiciivniUme dc h tanyue Fi\ihcane. 
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So Manufacturers and Artisans of all sorts are Producers, 

because, knowing that the raw produce of the earth is scarcely 
ever fit for hiiiuan use in its piimltive state, they purchase this 
raw produce from the first Producers of it, and bestow their 
labour m manufacturing or fashioning it in all sorts of different 
ways; in grinding the corn into ffour, or in baking the fiour 
into bread, or in weaving the wool from the flock, or in any 
other of the countless processes of the arts, and then offer the 
manufactured or fashioned product in exchange for something 
else. 

So Merchants, Wliolesale and Retail Dealers, are Producers, 
because, knowing that the people of one country want the 
products grown in other countries, or that people in one place 
want the things grown or manufactured or fashioned in another, 
they bestow their labour in transporting things from one country 
to another, or from one place to another, and offer the things 
they have thus brought in exchange for something else. 

Hence all production is summed up in placing an object 
where it is re<|uired. So far as regards the customer who wants 
the article, the tradesman in whose shop he finds it is the Pro- 
ducer. What difference can it make whether that tradesman 
paid wages to workmen in his direct employment, and carried 
the article from his workshop to his counter, or pays an inde- 
pendent manufacturer 300 miles off, and has it transported to 
his own shop ? 

, But man has many other wants besides physical ones which 
can be gratified with material substances. He wants services and 
enjoyments of many kinds, and he is willing to give something 
in exchange for, or to pay for these services and enjoyments ; 
and those persons who can render these services or supply these 
enjoyments are equally Producers as those who produce material 
substances. 

Thus men want to be protected in their legal rights, and to 
have disputes among them settled, or to be healed of diseases, or 
services of many other descriptions too long to enumerate : and 
so some men bestow their labour in acquiring a knowdedge of 
law, of medicine, of civil engineering, and all the other various 
professions and sciences, and are ready toproduee or offer these 
services in exchange for something else. 
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So people like tlie enjoyment of seeing acting and dancing, or 
hearing music, and therefore some men bestow their labour in 
acquiring skill in these things, and olTer them in exchange for 
payment. 

hTow the meaning of every term must be fixed and appropriated 
in every science in a manner which is suitable to that science, 
and nothing is more common than for the same word to have 
different technical senses in different sciences ; and therefore we 
say that/though in treating of the art of agriculture, mining, 
and the various manufactures and trades, the word production 
may be very aptly a})piied to the various processes of the- 
different trades, yet such a meaning is not suitable to the 
science of Economics; and tliat the only true meaning of 

Produce ” in Ecoiioinics is to offer for sale; and that the true 
Economic meaning of “ Production ” is olfeiing for sale. 

A great poet may produce a great poem ; a great artist may 
produce a great picture ; a great sculptor may produce a great 
statue ; we may estimate their merits most highly — they may 
be classed among the Inightest ])rodiicts of human genius: but 
how are we to estimate their money value? Now though the 
poem, the picture, the statue may be })roduced in nature, or 
called into existence, they are not producc<l in Economics until 
they are brought into the market and offered for sale. 

On CoNSiJMPXioiiT. 

The word Consumption as hitherto used in Economics, is also 
a oom23lex term, for while production was used to mean obtain- 
ing a product and bringing it into commerce, Consumption, or 
Gonsommation as the French word is, was uscaI by the Physio- 
crates to mean purchasing a jiroduct, taking it out of coninierce, 
and using or enjoying it. And as a considerable iiart of 
Economical products were the fruits of the earth, which are de- 
stroyed in their use and enjoyment, this secondary nnd accidental 
sense of destruction came to be considered as the primary one. 

Smith uses the words “ consume,” “ consumption ” and con- 
sumable goods ” but, as usual, gives no definition of what he 
means by them. The introduction to the Weedtk of Matlons 
opens thus— The annual labour of every nationals the fund 
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whicli originally supplies it with all the necessaries and con- 
veniences of life wliieli it amiiially eonsiunes^ and which consist 
always either in the hniuediate produce of that labour^ or in 
what is purchased with that produce from other nations. 

According, therefore, as this produce, or wliat is purchased 
with it, bears a greater or smaller proportion to the number of 
those who are to consume it, the nation vill be better or worse 
supplied with all the necessaries and conveniences for which it 
has occasion.” 

In Book II., ch. 1, he says that when a man possesses suffi- 
mient stock to iiiahitain him for months, or years, he naturally 
endeavours to derive a revenue from the greater part of it, re- 
serving only so much for his immediate consumption^ as may 
maintain liim till this revenue begins to come in.” 

He also says in the same chapter that as fioating capital is to 
be classed money, by means of which all the other three, arc 
cirouhitod and distributed to their proper consumers.^’ 

In chap. ii. of the same Book he says : — Though the weekly 
or yearly revenue of all the difierent inhabitants of every country 
in the salne manner may be, and m reality frequently is, ]}aid to 
them in money ; their real liclies, however, the real weekly or 
yearly revenue of all of them taken together, must always be great, 
or small in proportion to the quantity of consumable poods which 
they can all of them purchase with this money. The whole 
revenue of all of them taken together is evidently not equal to 
both the money and the consumable goods^ but only to one or 
other of those two values, and to the latter more properly than 
to the former. 

“ Though we frequently, therefore, express a person’s revenue 
by the metal pieces which are annually paid to him, it is because 
the amount of these pieces regulates the extent of his power of 
purchasing, or the value of the goods which he can annually 
afford to consume. We still consider his revenue as coiisistiiig 
in this power ofy^iwcAasw^^ or co7i$uming, and not in the pieces 
which convey it.” 

And further on in the same chapter, after shewing that the 
use of money is to circulate, and distribute these consumable 
goods to their proper owners, speaking of a banker’s notes, he 
says that: — “The same exchanges maybe made, the same quan- 
tity of consumable goods may be circulated and distributed to 
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their proper consumers by means of his promissory notes to the 
value of £100,000, as by an equal value of gold and silver.” 

In Book IV. ch. 8, he says — Consumption is tbe sole end 
and purpose of all Production ; and the interest of the producer 
ought to be attended to only so far as it may be necessary for 
promoting that of the consumer. The maxim is so perfectly 
self-evident, that it would be absurd to attempt to prove it. 
But in the mercantile system, the interest of the consumer is 
almost constantly sacrificed to that of the producer ; and it 
seems to consider production, and not consumption, as the ulti- 
mate end and object of all industry and commerce.” And in a 
great number of other passages, which we need not quote, Smith 
evidently means the purchaser by the word consumer. 

J. B. Say says^ — The reader must understand that as Pro- 
duction is not the creation of matter, but the cre(itlo7i of 
so consimiptioii is not the destruction of matter, but the destruc- 
tion of utiliii/. The utility of a thing once destroyed, the first 
foundation of its value, which made it be soiiglit for, winch 
establislies the demand for it, is destroyed. Thenceforth it has 
no value ; it is not a portion of wealth. 

Hence, to consume (consoninier)^ to destroij the value of 
things^ to annihilate their value^ are bx})rossions whose meaning 
is absolutely the same, and corresponds to that of the words 
produce^ give create value, whose meaning is also the 

same. 

^^All consumption, being the destruction of value, is not 
measured by the volume, the number, or the weight of the 
products consumed, but by their value,” and so on. 

Again he says ^ : — 

CoHSOMMxiTEUE : Is he who destroys the value of a product, 
either to produce another, or to satisfy his tastes or wmits. 

CoJXSOMMATiON : CoiXSOW^j-iEE : to colisiiuio {co7isommcr) is to 
destroy the value of a thing, or a portion of its value, by de- 
stroying the utility which it had, or a portion of that utility. 

We cannot consume {consommer) tliat which cannot he 
destroyed. Thus we can consume the service of an industry, 
and not the industrial faculty whioli has rendered this service: 
the service of land, but not the land itself. 

1 TmUe, (he 

^ Mjidoiuc at the cml of tha TnuU 
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value cannot be consumed twice; for to say that a thing 
is consumed is to say that it does not exist any more. 

^‘Everything which is produced is consimied; therefore every 
value created is destioyed, and was only created to" be 
destroyed.” 

Again he says ^ — ‘‘ The most immediate effect of every kind 
of consumption (consoimaatum) is the loss of value and 
therefore of wealth, wdiich follows for the possessor of the 
product consumed {coasom^nie). This effect is constant, 
inevitable, and we must never lose siglit of it in reasoning on 
these matters. A pioduct consumed {consohime) is a value lost 
for all the world and for ever.” 

And this meaning of consumption as destruction has been 
widely adopted by writers. Thus Maltlius says‘^: — “ Oon- 
simijJtion ; the destruction, wholly or in part, of any portions of 
wealth and ‘‘ Consumption is the great purpose and end of all 
production.” 

So McCulloch says : — By consumption is meant the annihi- 
lation of those qualities which render commodities useful or 
desirable. To consume the products of art and industry is to 
deprive the matter of which they consist of utility, and con- 
sequently of the exchangeable value communicated to it by 
labour. Consumption is, in fact, the end and object of human 
exertion ; and when a commodity is in a fit state to be used, if 
its consumption be deferred, a loss is incurred.” ^ 

To this, Senior has well answered ^ “ That almost all that is 
produced is destroyed, is true ; but we cannot admit that it is 
produced for the purpose of being destroyed. It is produced 
for the purpose of being made use of. Its destruction is an in- 
cident to its use, not only not intended, but as far as possible 
avoided. In fact there are some things which seem unsusceptible 
of destruction, except by accidental injury. A statue* in a 
gallery, or a medal, or a gem in a cabinet may be preserved for 
centuries without apparent deterioration. There are others, 
such as food and fuel which perish in the very act of using them, 
and hence as these are the most essential commodities, the word 
consumption has been apjilied universally as expressing the 
making use of anything. But the bulk of commodities are de- 
1 Traite^ L. Ill,, c, 2 , ^ Definitimis on Political JSconomy^ p, 247 

® PrwcipUs of Political Economy^ p, 511 . ^ Poliitml Economy^ y 54 . 
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stroyed by those numerous gradual agents which we call collec- 
tively time^ and the action of which we strive to retard. If it 
be true that consumption is the object of all production, the in- 
habitant of a house must be termed its consumer, but it would 
be strange to call him its destroyer; since it would unques- 
tionably be destroyed much sooner if uninhabited. It would be 
an improvement in the language of Political Economy if the 
expression “^to use ’ could be substituted for that ‘ to consume.’ ” 
At p. 14 Senior observes that ‘^Demand is sometimes used as 
synonymous with consumption.” 

In fact it is astonishing that men of ability should maintain 
such a monstrous paradox as that everything which is produced 
is destroyed ; that it is only produced for the purpose of being 
destroyed ; and that if it is not destroyed, a loss is inciirred. 

An architect builds a splendid Palace, He, the builders, and 
the workmen, are, in the language of Economists, 
the palace is a product ; are palaces produced for the purpose of 
being destroyed ; and is a loss incurred if they are not destroyed 
immediately they aie produced? 

An artist a great picture : does he produce it for the 

purpose of destroying it? And is loss inciirred if it is not 
destroyed as soon as produced ? 

A sculptor produces a great statue : does he produce it for 
the purpose of its being destroyed ? And is a loss incurred if 
it is not broken in pieces immediately that it is produced ? 

J. B, Say says ^ The English succeed in making very fine 
glass for mirrors, and could supply them at a very moderate 
price, if the enormous duties laid on the manufacture of glass 
in England, did not , raise the product to a price which many 
consumers {consommciteurs) cannot afford.” 

Kow did the Consumers of the miirors smash them ? Were 
the mirrors produced for the purpose of being smashed? And 
was a loss incurred if they were not smashed immediately they 
were produced? 

It is said in Gil Bias, B. iv,, c. 6.-- A book in great esteem 
among the students who have already consumed {consommi) 
four editions of it.” Now did the students buy these four 
editions for the purpose of destroying them ? 

J CoKts. part III ^ cit 3. 
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Juhn«soii expljiiniiii4 the chenientary prhieiplos of trade to 
Dr. Wftiierell, ei* Viih er'-ity Colleooj Oxfordj says^ — 

“Ileie are three }>rofils to he paid helween the printer and the 
readerj or in tlie "'tNle i>f comuiercej Lotween the manufacturer 
and the ; caial if any uf these profits ])e too pemiriously 

(lisfnhiHctl the process of comiiierce is iuterrupted.” 

Kow do the eonsuiners or readers of books purposely destroy 
them ! Are hooks j produced for the purpose of being destroyed ? 
And is a loss incurred if they are not destimyed? 

There are vast quantities of furniture produced which seem 
absolutely indestructible except by violence, if properly pro- 
tected. The Scythian war chariot, the unique glory of the 
Florentine Museum, seems to be made of wood wliicli has attained 
the solidity of iron, and shews that wood may be as durable 
as marble. Now carjjentcrs produce massive bookshelves and 
massive tables. Are these bookshelves and tables produced for 
the purpose of being destroyed? fVnd is a loss incurred if tlioy 
are not destroyed ? So for from their being destroyed there 
seems to be absolutely no limit to their durability. The 
Scythian war chariot is contemporary with Abraham, and it is 
as fresh as the day it was made. 

We need not niultijdy any more instances, as multitudes 
will occur to any one who thinks on the subject for an instant. 
But it clearly appears that if Consumption means destruction, 
the doctrine that consumption is the end of all production is 
manifestly false; and to say that a loss is incurred if things are 
not destroyed as soon as they are produced, is an absurdity so 
great that we can only marvel how men of ability could put 
such a thing into their books. 

In fact, this doctrine is only another example of that careless 
and hasty generalization which has caused so much mischief in 
Economics. It is true that some things, such as food and fuel, 
are produced for the purpose of being destroyed : destruction is 
essential to their use. Bui there are many other things of 
which destruction is only incidental to their use, such as clothes 
and many other things ; and also a vast number of thmgs do 
gradually waste away in the course of time; sucli as houses, 
watches, and innumerable other things ; but, so for from being 
purposely destroyed, the greatest care is taken to preserve 

^ Mmivelf, sub mm 1776 , VhL //, i). 411 , £dit. 182*2 
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tliom and to keep them in repair ; and there are multitudes of 
other things which are absolutely indestructible except by 
violence^ 

But, even though it be said that the majority of things do 
wear away in tlie course of time, Economics has nothing to do 
with their destruction. As Economics has nothing to do with 
the various processes by which products are obtained; but a 
product only enters into Economics when it enters into com- 
iiierce ; so when it is piiiciiased and passes out of commerce 
it passes out of Economies; and Economics has nothing to do 
with the mode in which products are used or destroyed. The 
Economic phenomenon is nothing but tlie exchange. 

In the language of commerce the Oonsumer means simply the 
buyer. When Say speaks of the consumers (coasommaie^frs) 
of the mirrors, he means merely tlie buyers of tlwnn. He him- 
self says^ — “The Consumers {consomynateurs) of products are 
their buyers When it was said in Gil Bias that four editions 
of the book were consumed, it only means that they were 
bought. When Dr. Johnson speaks also of tlie Coiisiiiiier, he 
means only the buyer. In the language of Commeice, Pro- 
ducer and Consumer mean only seller and buyer ; Production 
and Consumption together constitute exchange, which is the 
true field and limit of Economics, and it is by divagating from 
the true limits of the science that Economists liave caused all 
the confusion. Bastiat well says^ — “In general we devote our- 
selves to a trade, a profession or a career ; and it is not from 
that that we exjiect directly the object of our satisfaction. We 
render and we receive services ; we ofier and we demand value>s ; 
we make purchases and sales : we labour for others, and others 
labour for us : in a word we are JPi'odacers and Gonsnmer,^,'^^ 

By using the terms Production and Consumption m their true 
and strict commercial sense we are enabled to get rid of the 
term Distribution. The Physiocrates used commerce and ex- 
change to mean the whole passage of a product from its first 
seller {prodactcur) through a senes of exchanges to its last 
purchaser {acheteur-consommateur)^ the intermediate exchanges 
were denominated traffic. But as a matter of fact, each of these 
transactions is a separate and independent exchange, and an 

I Tiaite, p, 319. 

Harmomes Emmiupies Art Pindactevr Consommafeur, p. 33U. 
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Economic plienomenon. The farmer grows the corn, and pro- 
duces it, i otfers it for sale in the inaiket. It then enters 
Commerce and Economics. The miller buys it from the tanner : 
he is the customer or consumer. That is one eYchange, or Eco- 
nomic phenotnenoii. The miller grinds the corn, and produces^ 
or offers it for sale to the baker, who is the customer, or pur- 
chaser, or consumer of the flour. That is another exchange, or 
Economic plienomenon. The baker bakes the flour into bread, 
and produces, or offers the bread for sale in his shop, and the 
public come and buy the bread in his shop. They are the buyers, 
customers, or consumei s of the bread. There is a thii d exchange, 
or Economic phenomenon. Then the bread passes out of com- 
merce and Economics, into use and enjoyment. Now here is a 
separate series of exchanges ; eacli wholly independent of the 
others; each an Economic phenomenon; and all governed by the 
same great general law. And of course an analogous course of 
reasoning applies to all products. Thus the term Distribution 
is absorbed in Production and Consumption. 

Sometimes, however, Distribution is used in the same sense 
as Consumption. Thus, Turgot entitles his work Hejtexions 
mr la Formation et Distribution des Dichessesd So Smith 
says'— The causes of this improvement in the productive 
powers of labour, and the order according to which its produce 
is naturally distributed among the different ranks and conditions 
of men in the society make the subject of the First Book of 
this Inquiry.” Senioi defines ^ Political Economy to be the 
Nature, Production, and Distribution of Wealth, Now by Dis- 
tribution these writers mean consumption, or purchase. Smith 
says® — ‘^The metal pieces of which it (money) is composed in 
the course of their annual circulation distribute to every man 
the revenue which properly belongs to him.” And a little far- 
ther on he says — The same exchanges may be made, the same 
quantity of consumable goods may be circulated and distributed 
to their proper consumers’'’^ by paper as by money. When 
Economists spoke of Distribution they invariably meant Dis- 
tribution by means of an exchange. For how is wealth dis- 
tributed ? By no other method than that of exchange. If 
a man wants to have bread distributed to him, he must have 

^ Introduction to Wealth of Hations. 2 Jpolitieal Ecommy ; Introduction, 

» Wealth of Nations^ Boole //., c. 2. 



§SS.] 


OH COHSUMPTIOH. 


255 


somethiDg to give in exchange for it, such as shoes or other 
things. And if a man wants shoes distributed to him he 
must have something such as bread to give in exchange for 
them. Hence the shoemaker and the baker are each producers, 
and the reciprocal distiibution, or consumption of each other’s 
produce is an exchange. Hence we see that the FroducUon^ 
Distribution^ and Consumption of Wealthy Produolion and 
Distribution of Wealthy and the Production and Consumption 
of Wealth are identical expressions, and absolutely equivalent 
to Exchange, 

Much of the confusion has no doubt arisen from writers 
neglecting to attend to the true and original meaning of the 
word. The technical words in English are no doubt Consumer 
and Consumption, which appear to infer destruction, but we 
have seen that Consumer means buyer in commercial language. 
But the French have two woids Consomptlon from Consumer,^ 
from the Latin Consumere^ meaning destruction ; and Co7i~ 
sommation from Consommer from the Latin Consummare, 
Now the teclinical word invariably used in French Economics 
is Consommation^ which comes from the Latin Gonsmmnatio. 
Now the primary jiieaning given to Consommer in Littro’s splen- 
did French dictionary is acheaer^ accomplir ; and he quotes 
from La Fontaine — ‘^En peu de jours il consomma I’affaire;” 
and from Pascal — On va achever et consommer la demonstra- 
tion.” Where consommer means to finish or complete. 

So an ingenious Fienchman who made an excellent transla- 
tion of Wolfe’s beautiful BuHal of Sir Pohn Iloore, and tried 
to palm it off upon the world as the original, written in French 
in honour of a Colonel de Beaumanoir, who is said to have been 
killed at the siege of Pondicherry in 1761, and from which the 
English poem was said to be plagiarized, thus renders the last 
stanza : — 

Et dans la fosse alors le mimes lentement, 

Pres clu champ on sa gloirea ete consommSe; 

Hous mimes 1 endroit, ni jiierre ni monument, 

Le lais&ant seul 5, seal avec sa renommee. 

And exactly in the same sense Le Trosne says ^ II y a cette 
difterence entre F^change et la vente, qiie dans i’echange tout 
est consomme pour ohacune des parties: elles out ia chose qu’elies 
1 Vinteret mcial^ ck. IL 
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voiidraient se procurer^ et n’ont plus qii’ii jouir. Dans la ventej 
an coiitraire, 11 ii'y a qne Paclieteur qiii ait reinpli son objet 
parce qii’il n’y a quo hii qui soil ?; portee de jouir. Mais tout 
a’est pas ierminJ pour lo veudeiir.” 

And again ^ “ L’oohango arrive directeinent an but, qui cst 
la consommation/ il n’a que deux tenues, et se termiiie par iin 
seiil contrjit. Mais iin coiitrat ou Pargeiit iiitervicut n’ost pas 
consomme^ piiisqu’il faut que le vendeiir devieniie acbeteiir, on 
par liii-mcme ou par Pmterpositiou do caliii aiiquel il cransportera 
son argent. Il y a done, pour aboutir a la consoniination qui 
est Pobjet iilterieur, an nioiiis quatre termes et trois contractaiits, 
doiit Pun interviciit deux Ibis.” 

So Blaiiqiii says " — “ Toutes les transactions devaient se con- 
mmmer par forme d’debauge.” 

So Consominatlon laeaiis priiiiarily acJiloement, accoinplisse- 
mmt. 

So the technical word in Italian Economics is Consumazione^ 
wliicb like OonsominaLlon, is the Latin GojisiuwnatlOi com- 
pletion, accomplishment 

For who is the Consumer ? lie is the person who consum- 
mates, coiii|)letes, or accomplishes the woik of tlic producer. 
The producer brings forward something, and offers it for sale. 
But it is the purchaser wlio gives value to it ; it is he who 
crowns the work, and consummates tlie desire of tlie producer, 
and completes tlie transaction, by purcliasmg the product and 
thereby giving it value. Le Trosiie and tlie Pliysiocrates most 
justly said that only an exchange is complete. A shoemaker 
wants bread, and the baker wants shoes. They excliange their 
products ; and the desire of each is accom}>lished, completed. 
But if a shoemaker sells his shoes for money, his desire is not 
accomplished, or completed. He still has to exchange away tlie 
money for bread. And the same is true of the baker, and of 
every other producer. 

Hence we perceive that the English word Consumption is 
liable to suggest wrong ideas, unless we carefully reiiieniber that 
the Consumer means nothing but the purchaser. ^ 

The general result of this investigation is to shew that Hmre 
is no real difference at all between the second and the third 

^ De Vin,Uut social^ cJi, Til * Tlistotie (7e Ticonomie politique, VoJ, I.,p, 191 
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scliool of Economists : when the one school says that Political 
Economy is the Science which treats of the Prodnctionj Distri- 
bution, and Consumption of Wealth, and tlie other says tlmt it 
is the Science of Exchanges, they mean ideiilically the same 
thing. But though when the terms are explained, tliey are 
proved to be identical, yet the great superiority of the latter 
definition ovci tlm former is apparent. Eveiy one knows 
■nEat an exchange is ; and when it is said that Economics is the 
Science of Exclianges, and that anything wliicli can he exchanged 
is an Economic Quantity, every one can at once ]')erceive the 
nature, the objects, and the limits of the science. But wlieu it 
is said that it is tlie science which treats of the Fi*oclactio7i, 
Distribution and Consumption of Wealth, eacli of these words 
requires a long explanation of the technical meaning in which it 
is to be iindei stood. And we liave already pointed out how 
numerous transactions evidently are included in the science of 
exclianges, which are only witli great difficulty and much explana- 
tion included under the Production, Distiibution and Consump- 
tion of Wealth.^ 

We therefore eliminate all ideas of destruction from the 
technical conception of Consumption in Economics, and leave 
only purchase as the true general meaning. We have seen that 
it is entirely erroneous to asseit that everything is produced for 
the purpose of being destroyed : and that if Consumption means 
destruction, it is not true to say that Consumption is the end 
of all Production. Still less true is it to say tliat if Consump- 
tion be deferred, a loss is incurred. But wlieii we see that 
Consumption is merely purchase, then it is true to say that 
Cousuinption is the end of all Production ; hecanse Production 
means offering something in exchange, and Consumption means 
taking it in exchange. So also it is true that the cpiicker Cloii- 
suniption is, the more profit there is, and the slower Consiiinj)- 
tioii takes place, the less profit there is. We have sliewn under 
Date of Profit, that a profit made in a day is seven times a 
greater Rate of Profit than a Profit made in a week : and of 
course the longer it is deferred tlie less it becomes. Bo if liis 
product is not consumed, or purchased at all, it is a total loss to 
the producer, and he has lost the reward of his labour, as it is 
only consumption whicli constitutes his product wealth, and Ms 

^ 108 
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labour is not c* uisuuinifikMl, <h t‘t)'nj)loUsl, until he has got a 
reward for it. A s]i,H*ina]:er <loes not want a tliousaiul ptur of 
shoes; what lie wauls is .souiotliiug in exchange for them — 
breadj dollies, riiol, liouse loom, either directly, or llie 

means of obtaiiiiug the'^e things, winch is nione} ; aiul unless 
Ins Puo^ s an consumed, or Imuglil, he can get no salistactron tor 
his Icoour winch is Ihrowm aivay, and not completed. So a 
bakin’ does not want a thousand loaves ol liread, but like the 
slioeniakm*, lie wants the oilier necessaries, conveniences, and 
enjoyments ot life, winch he can get incevchange for them. So 
a wine merchant does not wnint his hogsheads ol port and claret, 
or his butts of slieiiy : a cloth merchant does not wxint bis miles 
of cloth; a farmer does not wmiit Ins acres of corn, or liis herds 
o[ cattle : a coal owmer does not waxiit his shiploads of coal: but 
eacii iind all of them want the oilier necessaries and conveniences 
and anmsenieuts of life winch they can get in exchange for 
them. A company of actors do not perfoim a play, nor a 
troupe of opera dancers execute a ballet, for tlieir owm delecta- 
tion, but fm- what they can get in exchange for it; and their 
la])oiir is pi odiictive just as it does or does not Ining in returns. 
So no producer wants the things whicli he himselt jirodiices, but 
only what lie can get in exchange for them, and the faster he 
can gam things in exchange for his products the faster lie in- 
creases in wmaltli. Hence we see that in this sense, which was 
the one given to it by those who originated it, it is true that 
Consumption is the end of all Production; and that the faster 
the consumption takes place the greater is the increase in 
opulence. And as Production and Goiisumption constitute 
exchange, it is rapidity of exchange which leads to national 
opulence. 

A country which abounds wdth gold and silver coin cannot 
properly be said to be wealthy any more tlian one which abounds 
wdth maclnnery. So long as these stand idle the coimtiy must 
remain poor, like a manuiacturing towm in a strike. It is their 
motion or circulation which generates wealth, and the rapidity 
of that circulation wdiich indicates the rate of increase or pro- 
gress. This consideration will enable us to solve a question 
which was long agitated by Economists and statesmen. Which 
employment conduces most to national opulence? ^Prom the 
time of Colbert to the French PevohUion, the question whether 
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tlie towns or the country most conduced to national wealth was 
keenly disputed, and according as one side or the other pre- 
vailed, the one was encouraged and cockered, and the otlier 
depressed. Now, as the velocity of the circulation indicates the 
rate of progiess, whatever employment causes currency to 
circulate with the greatest rapidity, most augineiits national 
o})iilence. Currency is tlie engine of circulation, and industry is 
its motive power, whichever species of industry drives the 
engine fastest, most rapidly augments the national wealth. 
Now it is well known that of all species of industiy, agriculture 
causes the most languid circulation of the currency. By offer- 
ing an extra stimulus of reward, the productions of human 
industry can be multi plied and quickened to an extraordinaiy 
extent, but the piocess of nature is slow, and cannot be accele- 
rated at command. Different trading pursuits cause a brisker 
circulation in different degrees — all muds fasU;r than agri- 
culture. Hence a purely agricultural counlr\ must increase 
slower in opulence than any other, and other countries very 
much in the pro 2 )ortion of their iiibabnants engaged in agri- 
culture, as compared to other pursuits. Experience amply 
verifies this remark. Poland and other countries, which have 
few resources but agi*iciilture, are the ])Oorest and most bar- 
barous ill Europe. Great Biitain and Ilolland, in which the 
smallest proportion of the inhabitants are engaged in raising 
food for the rest, are the wealthiest, and other countries veiy 
much in similar proportions. The iir lances are not nnaiy in 
which people have made fortunes by agriculture, but there is 
scarcely probably a small country town, wliere some industrious 
and energetic individuals have not realr^ed a coiiipetenco by 
trading. 


071 Supply Dumami 

34. Supply and Demand are sometimes supposed to be 
equivalent to Production and Consumption. Senior, we 
have seen above, says that Consumption is sometimes used as 
equivalent to Demand. Now Production and Supply are abso- 
lutely equivalent. The quantity offered for sale, the quantity 
produced, and the quantity supplied are identical terms. But 
Demand is by no means equivalent to Consumption. 






Demand a do'^ire to possess sometliimr, lait iiidess peisoii?* 
possess soinetliin;^ to give in ewliango for wiiai tJiey waiu t(? 
obtain, they can give no eilei t to their de.-lre. and unless they 
can do so, no Eeonoiuie plienomenoii tadces place. 

It IS easy to see that Demand is not the same thing as Con- 
sumption. Suppose, as very often happens in a country <listrict, 
there is a certain (juantity of milk, butter, eggs, pouliiy, &c. 
produced. The country people are aeciistoined to buy or con- 
sume all this produce at a certain price. There is, tlierefore, a 
certain anioiint of Production and Consumption. But the place, 
perhaps, becomes fashionable: a numlier of rich persons crowd 
in, and prices rise inmieusely: but the same quaiitit}' of pro- 
ducts are consumed. 'Now theie is the same Production and 
the same Consumption. There is the same Supply, but not tlie 
same Demand. If rich people crowd in and outbid poor ones, 
and give a higher }n*ice than the country people can do, there is 
a greater Demand. When prices rise above a certain point, 
however persons may wish to possess the object, if they cannot 
give these prices they cease to buy, and tlierefore in an Eco- 
nomic sense they cease to Demand Demand, theiefore, in 
Economics must mean the desire and. the poiotr lo 
and, of course, the more intense the desire and the greater the 
power to purchase, the greater is the Demand, 

Plence we may say that, while Production and Consumption 
constitute exchange, the relative niimeiical quantities in winch 
the respective products will exchange are determined by Supply 
and Demand. 

And here we may observe is the great, radical and fimcla- 
meiital difference between the Second and Third Schools of 
Economists. We have shewn that their Definitions of the 
Science are ahsolntely identical. But tlie real difference between 
them lies in their doctrine of the cause, or oiigin, of A^aluo. Tlie 
second school of Economists chiefly, and some exclusivel}^ look 
to the Labour of the Producer as the cause or origin of Value. 
But the Physiocrates, the third school, Condillac, Whalely, 
Bastiat, the Italian Economists, Yerri, Beccaria, Geiioi^esi, and 
ourselves look entirely to the Demand of the Consumer as the 
sole origin and source of Value, as is fully exhibiied in the 
next chapter. 
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0)1 Peobtjctite and Unpeobtjctive Laboitr. 

35. There is no pari of Siuitlfs work which has been so 
condemn ed even by ]ns warmest admirers, or in 
which lie IS so contradictoiy to himself and to coininou parlance, 
as in ins doctiine of Productive and LTn productive Labour. 

The Physioci ates restricted the term Pi odiictive Labour to 
obtaining an increase of quantity of the law products of the 
earth. All other iiboiirers, all artificeis. all merchants and 
traders they classed as sterile or unproductive, because they said 
that in manufactures tlie increased value bestowed on them by 
labour only replaced the products consumed liy the artisans 
during the woik, and in commerce thero was only an exchange 
of equal vaJiies . and, thereibre, in neither case was there any 
increase of YUeallh This designation of so many and powerful 
classes of society as sterile or un])ioductive ialjoiirers raised a 
gieat clamour against them, as if they had meant it as an insult. 
"But the Physiocrat es very Justly replied that they did not mean 
this term in a disparagino or liumiliatiiig sense, but purely as a 
matter of scientitic cla^siiication Tlie}’ aclciiowkdged that the 
labour of lliese classes was lionoiiralile, useful, and indeed indis^ 
pensable, but they did not term it Productive in a scientitic 
sense. Tlieir answer urns ])eifectly just, but their scientific 
classili cation was soon demonstrated to he erroneous. 

Among others, Smith attacked it^ and says — ^^Tho third is 
the class of artilicers, manufacturers, and mercliants, whom they 
endeavour to degrade by the humiliating a})])ellation of the 
barren or unproductive class.” We shall soon see whether 
Smith has not fallen into exactly ^the same error as he charged 
upon the Pliysiocrates. 

He says ^ There is one sort of labour which adds to the 
value of the subject upon which it is bestowed : there is another 
which has no such eiiect. The former as it produces a value 
may be called productive, the latter unproductive labour. TIius 
the labour of a manufacturer adds generally to the value of the 
materials which he works upon that of his own maintenance, 
and of his master’s profits.” Smith then enlarges the term 
Productive Labour to include mamifacturiiig and commercial 

‘ IVtuhh of X(t lions, JDooi IV , e 9 
2 Ihu/,, Book II , cL X 
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labour of ail soitSj as \\ell as agriciiitiiral. But tliere lie iinaC“ 
countably stops, and bans all otlier labourers as unprodiictlve, or 
ill Ms own words, cn<leavonrs to degrade tliem by tlie luiiniliating 
appellation of barren or un}>roduetive. 

Ill eonliniiatioii of the passage just given, ho sa}s: — ^^Tlie 
labour oi a menial servant, on the contrary, adds to the value of 
nothing. Tliough the niamifacturer lias his wages advanced to 
him by his master, be in reality costs him no expense, the value 
of these wages being generally restored with a profit, in the 
improved value of the subject upon wdiich his labour is be- 
stowed ; but the mamtenanco of a menial servant never is 
restored. A man grows rich by employing a multitude of 
mnmifactiirers ; he grov/s poor by maintaining a multitude of 
menial servants. The labour of the latter, hoAvever, has its 
value and deserves its reward as w’ell as that of the former; but 
the labour of the manufacturer fixes and realizes itself in some 
vendible commodity, which lasts for some time at least after 
that labour is past. It is, as it were, a certain quantity of 
labour stocked and stored up to be employed, if necessary, upon 
some other occasion. That subject, or what is the same thing, 
the price of that subject, can afterwards, if necessary, put into 
motion a quantity of labour equal to that which had originally 
produced it. The labour of the menial servant, on the con- 
trary, does not fix or realize itself in any particular subject or 
vendible commodity. His services generally perish in the very 
instant of their performance, and seldom leave any trace or 
value behind them for which an equal quantity of service could 
afterwards be procured.” 

How according to Smitli, the cook at an hotel is a productive 
labourer: she prepares, dresses, and cooks the various articles of 
food eaten by the guests. Her labour adds to their value, and 
is charged for in the bill: it is fixed and realized in a vendible 
commodity, which lasts for some time after that labour is passed: 
and her labour tends to the profit of the landlord ; her waf>*es 
are all repaid to him in his customers’ bills. 

But a cook in a gentleman’s family who performs exactly the 
same functions is a menial servant, and therefore, according to 
Smith she is an unproductive labourer. Where is the sense of 
such a distinction ? By Smith’s own doctrine, the various 
articles of food are more valuable after she has dressed and 
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prepared them for table than they were in a raw state. Her 
labour is fixed and realized in material cominodities which last 
after that labour is passed. When tliese two })erform exactly the 
same functions and are equally paid for their seiviceSj why is 
the one productive and the other unproductive ? So that it tiie 
cook at an hotel takes a place in a geutleuian’s family she is at 
once turned from a productive into an unproductive labourer! 
If a cook in a private family takes a place in an liolel, slie fioin 
being an iiuprodiictive, becomes a productive Liboiuer! it is 
obvious that such a distiuctiou is miscluevous^ tutile, and con- 
ti-ary to common sense. 

Again Smith allovv^s all the various persons engaged in ex- 
tracting the coal from the mine, tiansporting it to distant })laces 5 
and placing it in a gentleman’s cellar to be productive labourers ; 
but the footman who eairies it from the cellar to the drawing- 
room grate is a mcmal, and therefore an nnpiodiictive labourer. 
By Smith’s own doctiine the labour ol each of the senes of 
persons Avho extract and transport the coal to tlie cellar adds to 
its valiiCj and therefore for the same reason the labour ol the 
footman wlio canies it from tlie cellar to tlie drawing-room adds 
to its value. The teriniims a quo the coal stalls is the mine, 
the terminus itd quein it is to arrive, is tlie <lra wing-room 
grate : and why is the labourer who tiamports it from the mine 
to the cellar productive, and the labourei who transpoits it from 
the cellar to the grate nn})roduclive ? The labour of each is 
equally necessary, and e(pially paid for. It is obvious that such 
a distinction is mischievous, iiitile, ami contrar} to common 
sense. 

Now why does a gentleman pay for a cook in an hotel or in 
his own house to diess liis dinner? Simply to save liiniself the 
trouble of doing it for himself. Why does he pay the price for 
miners obtaining the coals, and dealers transporting it from 
place to place; and why does he pay wages to his footman to 
carry coals from the cellar to tlie dra’^\ ina-room ? Simply to 
save himself the trouble of doing so himself. And the same 
course of argument applies to everything else which is wanted 
ami paid for. Now here are services wanted, demanded, pro- 
duced or rendered, and paid for; and yet some are called pro- 
ductive and others unprodiictiye. Is this not plainly contrary 
to all scientitic cl ass itl cation ? 
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Smith then contiimes — labour of some of the most 
respectable oruers iii Oio society is, like that of menial seivmits, 
iinprodiictiro of any Yaliie, and does not liv or realize itself m 
any ])erinaneiit subject or vendible eommodity vhieli endures 
alter that labour is past^ and fur whieli an e(pial ipiaiUily of 
labour could alteiwards be piocured The soveieiL>ip for 
exaiuiilej witli all the otliceis both of justice and war ^dio serve 
under him, the whole ainiy and navy, are unproductive labour- 
ers They are the servaius of the public, and are raaintained 
by a part of the annual produce of the industry of other people. 
Their seivice liow honourable, how useful, or liow necessary 
soever, produces notlinig for which an equal quantity of service 
can afterwards bo })rocnred The protection, security, and 
defence of the commonwealth, the effect of their labour this 
year vill not purchase its protection, security, and defence for 
the year to come. In the same class must be ranked some both 
of the gravest and most important, and some of the most 
frivolous professions; churchmen, lawyers, physicians, men of 
letters of all kinds ; players, buffoons, musicians, opera singers, 
opera dancers, &c. The labour of the meanest of these lias a 
certain value, regulated by the very same prmci})les which 
regulate that of every other sort of labour; and that of the 
noblest and most useful produces nothing which could after- 
wards purchase or procure an equal quantity of labour. Like 
the declamation of the actor, the harangue of the orator, or the 
tunc of the musician, the woik of all of them perishes in the 
very instant of its production.” 

Kow in reference to what Smith says about the protection, 
security, and defence of the commonwealth pin chased by the 
labour of soldiers and sailors one year not purchasing its security 
and defence the year after, we may observe that the food a man 
eats one year, or the clothes, and fuel, which keep liim warm 
one year will not keep him in life and warmth for the year to 
come, and yet Smith classes those who produce food, clothes, 
and fuel as productive labourers, and those who produce security 
and defence as unproductive labourers. Can anything be more 
futile ? 

Smith is moreover utterly inconsistent with himself, for he 
himself classes as wealth, ^ “ the acquired and useful abilities 
I Bool IL, ch 1, 
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of all the iDliabitants or members of the society. The acquisi- 
tion of such talents, by the maintenance of the acquirer dining 
his education, study, or appienliceship, always costs a real ex- 
pense, which is a ca}>ital lixed and lealized as it were in his 
person. These talents as they make a part of his fortune, so do 
they likewnse of that of tlie society to winch he belongs. The 
improved dexterity of a woikman may bo considered in the 
same liglit as a machine or instiiiment of trade, whicli facilitates 
and abi idges laljoiir, and which though it costs a certain ex})ense, 
repays that expense ivith a profit.'’ 

Again, he says:^ — A man educated, at the expense of much 
labour and time, to any of tliose employments ivliicli rerpiiro 
extraordinaiy dexterity and skill, may be com] aired to one of 
these expensive maclimes. Tlie work wliicli he learns to perform, 
it must be expected, over and aliove tlie usual wages of common 
labour, will lephice to him the whole ex])ense of Ins education, 
with at least the ordinary profits of an equally valuable capital.” 

He also says: — “A man is rich or })oor, according to the 
degree in which he can ahbrd to enjoy the necessaiies, conve- 
niences and ca/uise^i^ents of human life.” 

Surely, therefore, those men who can produce tliose sciences, 
knowledge, and amusements, which Smith acknowledges to be 
wealth, are productive labourers. 

Accordingly, J. B. Say extended the term luoductive, to in- 
clude all labour which was recjuired and paid for : — Whatever 
be the operations to which labour is applied, it is productive, 
because it aids in tlie crention of a product. Thus, the labour 
of the man of science, who makes experiments and hooks, is 
productive : the labour of the undertaker, althongh he does not 
directly apply his hand to tlie work, is productive; in short, 
any manual industry, from the labourer who digs the earth, to 
the sailor who hnndles a ship, is also productive.” - 

So also® — Labour; a continued action directed towards an 
object. Labour is productive when it gives to anything a de- 
gree of utility, whence results for that thing, an exchangeable 
value, or an increase of exchangeable value, eipial or superior to 
the value of the labour emjdojmd. Labour is also productive 

1 B^olLyCh 10. 2 Tralti\ L I^ch vik 

^JSjufome at cud of Truiii\ 



266 


PRINCIPLES OF ECONOMICS. 


[Cii4P lY. 


when it results in a service whieli has exchangealhe value, 
although this service is consumed at the same time that it is 
rendered. It is unproduetive when it results in no value. Pro- 
ductive labour is of three kinds ; that of the man of science : 
of the manager of labouiers; mid that of the workman.” 

lie also combats Smith’s doctune of unproductive labour^ — ■ 
A house, a piece of plate, or massive furniture are very durable 
products; clothes are less so; vegetables, fruits, still loss so. 
But yet tills difference of durability does not in any way affect 
their quality of products ; ail of them are wealth in proportion 
to their value. A farmer in the valley of Montmorency draws 
annually by the sale of his cherries a sum as real as thq pro- 
prietor of a portion of the forest of Montmorency draws from 
cuUing wood. It is only the amount of the whole which makes 
the difference, and if the cherries produced are of more value 
than the wood,' the cherries represent the greater production of 
wealth. Nevertheless between the instant when these cherries 
are ripe, and when they must be eaten, there is no great in- 
terval ; while the wood which serves to form solid buildings, is 
wealth which lasts a long time. In reference to production, the 
amount of utility produced can only be determined by the price 
which men set on it. It is the ]3rice which measures the profit 
which the producer draws from it. 

“ Since, in regard to production, the durability of a product 
is of no consequence provided it has value; let us come from 
products to products, from those which are necessarily con- 
sumed a few instants after they are completely created, to those 
which are necessarily consumed at the very instant of their 
creation, and we see that a theatrical performance, for instance, 
is a product which may differ from some fruit of the earth by 
its duration, because its value cannot last beyond the instant of 
representation, but which do not differ in the conditions which 
make them each a pioduct: I mean the property of satisfying 
one of our wants, of gratifying a taste, of capacity of being 
valued and sold. The actors meet to offer you the result of 
their labours and talents : the spectators, on their side, meet to 
give in exchange for this agreeable product a sum which comes 
itself from the productions in which you or your parents have 
taken part. It is an exchange like any other. 

1 GoiirSj Part L, elh 
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Adam Smith, and other Economists have denied to im- 
material products, the name of products, and to the labour of 
which they are the fruit the name of productive labour, upon 
the ground that these products are consumed, at once and 
have no durability, that they aie not susceptible of accu- 
mulation and therefore can never increase the capital of the 
nation. 

“ The last reason is founded upon an error. Do we accumu- 
late the products which are not preserved, such as the fruits of 
the earth ; -which they do not deny to be products ? 

“ In short, is a value the less a product because it is con- 
sumed ? Are not the greater part of the products of tlie year 
destroyed within the year ? Are we to say of a man who has 
lived upon his revenue, that lie has no revenue because nothing 
remains to him? 

‘‘ Smith’s doctrine upon this point does not comprehend the 
whole doctrine of production. He places in the class of unpro- 
ductive lahouiers, and regards as buideus on society a crowd of 
men who, in trutli, furnish a real utility in excliango for their 
pay. The soldier wlio liolds himself in readiness to re})el an in- 
vasion of the foreigner, and who repels it at the peril of liis 
life , the administrator who devotes his time and his knowledge 
to the preservation of the rights of society; the upright Judge, 
the protector of innocence and justice : the professor, who 
diffuses the sciences painfully acquired: a hundred other pro- 
fessions which comprise persons the most eminent in dignity, 
the most eligible by their talents and personal cliaracter, arc not 
less useful to society, and satisfy the wants which the nation as 
imperatively requires, as persons do clothing and shelter. 

If any of these services so rendered are not offered to suffi- 
ciently extensive competition, if they are paid for above their 
value, it is an abuse, with which we have no conceui here. ITii- 
doiibtedly there is unproductive labour, but that to which a 
price is freely given, and w'hich is worth the price put upon it, 
when it may be refused, is productive labour, however short is 
the duration of the product. 

According to the writers who refuse to recognize immaterial 
products, tlie artificers who produce the fireworks ivhich are to 
be let off next day in a public garden, are productive labourers, 
while the actors who prepare the performance of a grand 
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tragedy are unproductive labourers. Certainly if we could 
judge by tbe weallli ])roduced and cousmiied on these two occa- 
sions, otherwise tlian by the juaco agreed to be paid for tlieni, 
shoiilii tliinlc that the actors avIio prepared the theatrical ])er- 
fornianco, from the talent re<|uired, from the <liiratioii ot‘ the 
performance, from the long remembrance one preserves of it, 
from, tlie delicacy and the elevation of the sentiments it gives 
rise to, vre should say that these actors are more productive 
labourers than the artificers who |)repare the squibs, and 
crackers, and Avheels, which vanisli in smoke.” 

We might have expected that Hr. ]\[ill -who begins his book 
by saying that wealth *is everything wdncli lias power of pur- 
chase, which evidently includes services, would have assented to 
this argument of Say’s. But lie has reverted very much to 
Smith’s doctrine, though he lias extended it someAvbat. After 
giving the general definition of wealth that it is anything which 
is exchangeable he has, as wo liave already observed nar- 
rowed it down to material products, and he saysb — “I sliail 
therefore, in this tieatise, wdien speaking of wealth understand 
by it only wdiat is called material wmalth, and by productive 
labour only those kinds of exertion winch produce utilities 
embodied in material objects. But in limiting myself to this 
sense of the wmrd I mean to avail myself of the full extent of 
that restricted acceptation, and I shall not refuse the appellation 
productive to labour vvdiich yields no mateiial product as its 
direct result, provided tliat an increase of material products is 
its ultimate consequence. Thus labour expended in the acquisi- 
tion of manufacturing skill I class as productive, not in virtue of 
the skill itself, but of the manufactured products created by the 
skill, and to the creation of which the labour of learning the 
trade is essentially conducive. The labour of officers of govern- 
ment in affording tbe protection wdiicli afforded in some manner 
or another is indispensable to the prospeiity of industry must 
be classed as productive even of material wealth, because with- 
out it material growth in anything like its present abundance 
could not exist. Such labour may be said to be productive in- 
directly or mediately, in opposition to the labour of the plough- 
man and the cotton-spinner, which are productive immediately. 
They are all alike in this, that they leave the comniimity richer 
1 148. 2 J5oo& ck 3, § 3. 
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in materia] products than they found it; they iiicreasej or tend 
to increase material ■wealth. 

Uiipiodiictive Labour on the contrary, will be uiiclerstood 
labour -which does not terminate in the cieation of material 
wealth ; which, however, largely or successfully practised does 
not lender the coniniiiiiity, and the woild at large, riclier in 
material pi 0 ducts, but poorer by all that is consumed by the 
labourers while so employed. 

^Oill labour is in the language of Political Economy (V) iiniwo- 
ductive which ends in iniinediate enjoyment, witlioiit any in- 
crease of the accumulated stock of permanent means of enjoy- 
ment. And all labour according to our present definition must 
be classed as unju'oductive, which terminates in a permanent 
benelil, however important, provided that an increase of ma- 
terial products forms no part of that benefit. The la])our of 
saving a friend’s life is not productive, unless the fileiid is a pro- 
ductive labourer, and produces more than lie consumes. To a 
religious peison the saving of a soul must appear a far more 
important service than the saving of a life ; but ho will not, 
therefore, call a missionary, or a clergyman, productive labourers, 
unless they teach, as the South Sea Missionaries have in some 
cases done, the arts of civilization in addition to the doctrines 
of their religion. It is, on the contiary, evident that the greater 
number of missionaiies or clergymen a nation maintains, the 
less it lias to exjiend on other things: while the more it expends 
judiciously in kee])ing agriculturists and manufacturers at work, 
the more it will have for every other purpose. By the foimer 
it diminishes, emUris parth^fs^ its stock of material products ; 
by the latter it increases them. 

Unproductive may be as useful as productive labour; it may 
be more useful even in point of permanent advantage; or its use 
may consist only in pleasurable sensation, wiiich when gone, 
leaves no trace: or it may not atford even this, bat nmy be 
absolute ivaste. In any case, society or mankind grew no richer 
by it, but poorer. All material products consumed ]>y any one 
while he produces nothing, are so mucli subtracted, for the time, 
from the material products which society would oiiiornise have 
possessed. But though society grows no richer by unproductive 
labour, the individual may. An unproductive labourer may 
receive for his labour, from those who derive pleasure or benefit 
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from it, remmieration which may be to him a considerable 
source of wealth ; but his gain is balanced by their loss; they 
may have received a full equivalent for their expenditure, but 
they are so much poorer for it. When a tailor makes a coat 
and sells it, theie is a transfer of the price from the customer to 
the tailoi, and a coat besides, which did not previously exist; 
but what is gained hy an actor is a mere transfei from the specta- 
tor’s funds to his, leaving no article of wealth for the s])ectator’s 
indemnification. Thus the community collectively gain nothing 
by the actor’s labour : and it loses, of his recei])ts, all that por- 
tion which he consumes, retaining only that which he lays by. 
A community, however, may add to its wealth by unproductive 
labour, at the expense of other communities, as an individual 
may at the expense of other inclivicliials. The gain of Italian 
opera singers, German governesses, French ballet dancers, &g. 
are a source of wealth as far as they go, to their respective 
countries, if they return thither. The petty states of Greece, 
especially the ruder and more backward of those states, were 
nurseries of soldiers, who hired themselves to the jirinces and 
satraps of the East to carry on useless and de^struetive wars, and 
returned witli their savings to pass their declining )eais in tlieir 
own country : these were unproductive labourers, and the pay 
they received, together with the plunder they took was an outlay 
without return to the countries Avhich furnished it; but though 
no gain to the world, it was a gain to Greece. At a later period 
the same country and its colonies supplied the Roman Empire 
with another class of adventurers, who, under the name of 
philosophers or rhetoricians, taught to the youth of the higher 
classes what were esteemed the most valuable accomplishments ; 
these were mainly impioductive labourers, but their ample re- 
compense was a source of wealth to their own country. In none of 
these cases was there any accession of wealth to the world. 
The services of the labourers, if useful, were obtained at a sacri- 
fice to the world of a portion of material wealth ; if useless, all 
that these labourers consumed was to the world, waste.” 

W e have given this long extract in order to place before our 
readers fairly Mr. Mill’s views on this important subject, which 
Malthus justly says goes to the root of the whole science, and as 
Mr. Mill says, brings us back to the discussion of what wealth is. 
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For Productive Labour is Labour productive of Wealth. We 
see that Mr. Mill has somewhat extended the term beyond 
Smith’s view of it; for wliile Smith only allows those to be 
productive laboureis who are directly employed in the produc- 
tion of material products, Mr. Mill includes those also who are 
indirectly employed in that way; and this, of course, is a con- 
siderably wider circle of pei sons. He admits officers of govern- 
ment” to be piodiictive labourers Hence managers of manu- 
factories, foremen, the army, navy, and police are gathered 
within the fold of productive labourers : but we me not sure 
whether the judicial corps rank as ^‘officers of Government” 
We are inclined to think they do ; and in that case a banister 
who earns an income by serving pm^ate parties would ])e an 
unproductive laboui er,biit a judge v ho earns an income by serving 
the State is a productive labourer. Authors and editors of news- 
papers take laiik as [)roductive labourers ; while actors, singers, 
opera dancers, clergymen, and others still remain out in the cold 
as unproductive labourers. Bankers may rank as productive 
laboui CIS, because the operations of banking do undoubtedly 
cause a very great increase of material products The labour of 
railway and other employes engaged in transporting niercliandize 
would be productive, but in transporting passengers would be 
unproductive. According to the distinction made by Mr. Mill, 
the labour of instriictois teaching artizaos and oilier productive 
labourers is productive, the labour of those engaged m educating 
gentlemen, or persons not engaged in business, is unprodiieti\ e. 
kSo the labour of a suigeoii or physician, healing a productive 
labourer is productive; healing a gentleman is unpiod active. 
According to Mr. Mill, the delight the audience receives fiom 
witnessing the performance of a Garrick, a Kemble, a Si^ldons, a 
Talma, a Macready, a Wigan, a Taglioni, a Fanny EiLsler, a 
Lablaclie, a Catalam, a Malibran, a Jenny Lind, a Giisi, a Mario, 
an Alboni, a Titicn^, a Patti, and a NiUson, is the result of unpro- 
ductive labour, and the world is poorer by their maintenance, 
while the o}ailence of the world would be augmented by the 
labour of as many pastry cooks. 

W e do not think that such distinctions as these accord with 
general usage, or with sound practical philosophy: and on this 
point we entirely agree with Say, whose doctrines are those of 
common sense and general usage. In general language pu^- 
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diictive lal)Our is labour wliich is productive of profit. When a 
person bestows liis labour in preparing some material siibstancej 
or in rendering some service, winch he hopes will be leqiiiied 
or denianded by others, wliat does' he expect, and vliat is Ins 
object? It is 10 draw forth some reward in exchange lor it. 
Every one considers his labour as productive, not according to 
what he oilers, but according to what he obtains in return for 
it. A theatrical company may produce several pieces during 
the season, but whether their labour is productlce or not entirely 
depends upon the returns to their treasury. If they play to einply 
benches their labour is unproductive ; if the house is crowded, 
and their treasury well filled, their labour is productive. 

And it can be easily shewn from Mr. Mill’s own words that 
this is the true meaning, because he says that productive labour 
is labour productive of -wealth. And wliat is wealth hy his own 
definition ? It is anythmg which lias power of purchasing ; 
whether therefore a thing is wealth or not purely depends 
whether anything can be obtained in exchange for it. And of 
course the more that can be obtained in exchange for it the 
greater wealth it is, and the more productive. Hence by 
Mr. Mill’s own definition whether anything is productive or 
not does not depend upon the nature of tlie thing, but upon the 
quantity of other things it can draw forth in exchange, or the 
amount of the returns. 

It is true that Mr. Mill has subsequently narrowed down his 
definition of wealth hy several limitations ; but we have already 
shewn ^ that these are quite mconsislent with his general defini- 
tion, and they must he rejected. A performer receives ten 
guineas for his performance ; a watchmaker receives ten guineas 
for a watch. The performance and the watch are each equal to 
ten guineas. Therefore the performance is equal in value to 
the watch, by the very simple rule that Thmgs which are equal 
to the same thing are equal to each other. 

Hence, in accordance with general usage, we shall ahvays use 
Productive Labour to mean Labour which earns a profit; and 
Unproductive Labour to mean labour which produces no, or an 
inadequate, reward. And a^tything lohateeer which earns a 
profit is, as Senior says all Economists are agreed, Capital. 

^ Ante, 148 . 
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36. If the absolute property does not pass to the purchaser 
but only the right of possession, or of use, for a limited period, 
after which it reverts to its true owner, the sum of money paid 
for such a service receives different names, according to the 
nature of tlie service or property — 

1 . If the 111011037 - be paid for personal services, it is called 
Wages, or Salary, or Pay, or Fees, according to the 
different species of service. 

2. If the money is paid for the use of property, such as is 
usually classed as fixed capital^ such as the right to use 
land, or houses, or running water, as a mill stream, or 
mines, or fisheries, or a patent, or copyright, it is called 
Rent, 

3. If for the use of iii'operty which is more usually floating 
capital, or personal property, it is called Hire, 

4. If it is for the use of money, it is called Interest. 

All these names are, therefore, applied when the purchaser 
buys only the use of a thing for a limited period, and that 
according to the nature of the object. 

37. We have now concluded our survey of the General Con- 
ceptions of Economics ; the investigation has been long, but we 
hope not uninteresting. At aU events it was absolutely indis- 
pensable to raise Economics to the rank of a great Inductive 
Science, The discussions given here have been brief indeed 
compared to the fierce controversies which were waged about 
almost every teim in Physical Science. We have now obtained 
a clear and distinct Conception of the Nature and Limits of the 
Science itself ; or of the body of phenomena whose la'ws we are 
about to investigate; and we have had the satisfaction of recon- 
ciling the Definitions of the two prevailing schools of Econo- 
mists, and shewing that they are in reality identical. And we 
have taken each rerm in succession, and applying the Laws of 
Inductive Logic, we have eliminated the accidental and intrusive 
ideas from each one, and determined that single general idea 
which fits it to be a fundamental Conception of a great general 
science. Such is the course which has been followed in every 
other science, and such is the course which must necessarily be 
adopted to rear up a solid edifice of science. 

T 
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38. In case it may be thought that such discussions are super- 
fluous we may quote a few remarks from Dr. Wheweli Such 
discussions as those in wliich we liave been engaged, concerning 
our fundamental Ideas, have been the course by which, historically 
speaking, those Conceptions which the existing sciences involve 
have been rendered so clear as to be iit elements of exact 
knowledge. 

“ Thus discussions and speculations concerning the import of 
very abstract and general terms and notions may be, and in 
reality have been, far from useless and barren. Such discussions 
arose from the desire of men to iiniDress their oi^inions on others, 
but they had the efibct of making the opinions much more clear 
and distinct. In trying to make others understand them, they 
learnt to iindei stand themselves. Their speculations were 
begun in twilight, and ended in the full brilliance of day. 
It was not easily and at once without expenditure of labour and 
time that men arrived at these notions which now form the 
elements of our knowledge ; on the contrary, we have in the 
history of science seen how hard, discoverers, and the fore- 
runners of discoverers, have had to struggle with the indistinct- 
ness and obscurity of the intellect, before they could advance to 
the critical point at which truth became clearly visible. And so 
long as, in this advance, some speculators were more forward 
than othei’s, there was a natural and inevitable ground of 
difference of opinion, of argumentation, of wrangling. But the 
tendency of all such controversy is to diffuse truth and to dispel 
error. Ti-uth is consistent and can bear the tug of war; Error 
is incoherent, and falls to pieces in the struggle. True Concep- 
tions can endure the sun, and become clearer as a fuller light is 
obtained ; confused and inconsistent notions vanish like visionary* 
spectres at the break of a brighter day. And thus all the con- 
troversies concerning such conceptions as science involves have 
ever ended in the establishment of the side on which the truth 
was found. 

The histoiy of JMechanics from the time of K^epler to that 
of Lagrange, is perhaps the best exempliflcation of the mode in 
which the progress of a science depends on such disputes and 
speculations as give clearness and generality to its elementary 
conceptions. This, it is to be recollected, is the kind of progress 

1 Mvum Orgamm Mmovatum, 2. On the Exjghcaiim of Conceptions. 
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of which we are now speaking ; and this is the principal feature 
in the portion of scientihc history which we have mentioned. 
For almost all that was to be done by refeience to observaticiij 
was executed by Galileo and his disciples. What remained was 
the task of generalization and simjdifi cation. And this was 
promoted in no small degree by the various controversies which 
took place within that period concerning mechanical concep- 
tions: — as, for example, the questions concerning the measure 
of the Force of Percussion : — the war of the Yis Viva; the 
controversy of the Centre of Oscillation ; — of the independence 
of Statics and Dynamics ; — of the princijile of Least Action ; — 
of the evidence of the Laws of Motion ; — and of the nnmbermf 
Laws really distinct. None of these discussions was without its 
influence in giving generality and clearness to the mechanical ideas 
of mathematicians : and therefore though remote from general 
apprehension, and dealing with very abstract notions, they were 
of eminent use in the perfecting the Science of Mechanics. 
Similar controversies concerning fundamental notions, those, for 
example, which Galileo himself had to maintain, were no less 
useful in the foimation of the Science of Hydrostatics. And 
the like struggles and conflicts, whether they take the form of 
controversies between several persons, or only operate in the 
efforts and fluctuations of the discoverer’s mind, are always 
requisite before the conceptions acquire that clearness which 
makes them fit to appear in the enunciation of scientific truth.” 

These remarks of the historian of the Inductive Sciences are 
an ample vindication of the discussions we have gone through ; 
and it may be as well to conclude this chapter by presenting 
shortly the results of ourhivestigations ; — 
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SuMMAET of Definitions. 

ECONOMICS, or Political Economa^ or, as it is som el lines 
called, tlie Science op Wealth, is the Science wliicli treats 
of tlie Laws wbich govern the relations of Excliaiigeable 
Quantities. 

WEALTH, or Exchangeable Quantities, or Economic 
Quantities,- are Exchangeable Bights. 

Economic Quantities are of three species.— 

1. Bights to material or corporeal things already acquired, 

such as lands, houses, corn, cattle, money, &c., usually 
called Coi'poreal or Material Property. 

2. Bights to personal sei vices of all sorts, or Labour; 

usually called Immaterial Pioiierty. 

8, Bights to things only to be acquiied at some future 
time ; usually called Incorporeal Property, 

YALXJE. — The Value of any Economic Quantity is any other 
Econondc Quantity for wliich it can be exchanged. 

MONEY is any Economic Quantity which a Debtor can by 
Law compel his Creditor to take in discharge of a debt. 

CBEDIT isa Bight of Action against a person for a sum of money. 

AN INSTBUMENT OF CBEDIT is the wiitten evidence of 
a Debt {See Olia]}, FTZ). 

DEBT is, properly speaking, the Duty to pay a sum of money 
to another person; but it is also often used in the sense of 
a right to demand a sum. 

CUBBENCY is a name applied to Money and Instruments of 
Credit, because tbe Pioperty in them passes by delivery. 

EXCHANGE is where Economic Q^iantities of a like nature 
are interchanged, as goods for goods, when it is often called 
Baktee : or currency for currency. 

SALE, or CIBCULATION, is an exchange of any Economic 
Quantity for Currency. 

CIBGULATING MEDIUM is the medium by which circula- 
tion, or sales, are effected — e., where goods are exchanged 
for currency : it includes Money and Credit. 

PBICE is the quantity of Money, or Credit, given for any 
Economic Quantity. 

INTEBEST is the sum paid for the use of a sum of money at 
the end of the agreed on period. 



SUMMA.EY OF DEFINITIONS. 277 

RATE OF INTEREST is the sum paid for the use of a sum 
of money for a given period, 

PROFIT is the excess of the piice realized above the cost of 
any Economic Quantity offered for sale. 

RATE OF PROFIT is the above excess made in a given 
time. 

DISCOUNT is the difference between the Present Value of a 
Debt and its amount. 

RATE OP DISCOUNT is the above difference with regard to 
a certain time. 

A SECURITY FOR MONEY is the Right to demand a sum 
of money from a certain person. 

A CONVERTIBLE SECURITY is any property which may 
be readily sold. 

CAPITAL is any Economic Quantity used for the purpose of 
Profit. 

Fixed Capital is that which remains in the possession 
of the owner while being usedj and w’hose value is 
replaced by instalments in the price of the products. 

Floating Capital is that which* he parts with, and 
whose value is restored to him in one operation, in 
the price of the product. 

PRODUCE; PRODUCER; PRODUCTION. 

To Pkoduce is to offer any Economic Quantity for sale 
or exchange. 

The PnoDUCEU is the seller. 

PRODUCTION is the offering any Economic Quantity for 
sale or exchange. 

CONSUME; CONSUMER; CONSUMPTION. 

To Consume is fo purchase any Economic Quantity. 

The Consumer is the buyer, or customer. 

Consumption. — ^The purchase of any Economic Quantity. 

SUPPLY is the amount of any Economic Quantity offered for 
sale or exchange. 

DEMAND is the Desire and the Powmr to purchase any 
Economic Quantity. 

PRODUCTIVE LABOUR is Labour which produces a Profit, 
or draws forth something in exchange for it. 

UNPRODUCTIVE LABOUR is Labour which produces no 
profit, or an inadequate profit. 
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THE THEORY OF VALUE. 

Peelimustary Remarks. 

Sectiojst I, Deeinitiok of Value — Error of the Expres- 
sioK Intrinsic Value — Depreciation and 
Diminution in Value — Impossibility of a 
Standard of Value. 

Section II. On the Origin, Source, or Cause of Value. 

Section III. To investigate a General Law of Value: 

OR the General Equation of Economics. 

We Lave seen in the preceding chapter that writers in ancient 
times and all the principal Economists since Adam Smith have 
recognized the fact that there are three distinct species of 
Exchangeable Quantities, proceeding from three different 
sources, the Earth, the Human Mind, and the Human Will. 
It is also a matter of positive knowledge that there are no more 
than these three species : consequently, having applied the 
principles of Inductive Logic as laid down by Bacon, to gene- 
ralize our fundamental Conceptions, so as to grasp all these 
three species, we are sure that our Conceptions cannot be over- 
thrown or modified, because it is not possible that there should 
be any Economic Quantity vhich is not of the form of Mone^q 
Labour, or Credit. 

The Physiocrates, who only admitted the material products 
of the earth to be wealtli, said that all Products were ultimately 
exchanged against Products ; a formula which was yery in- 
cautiously adopted by J. B. Sav. Bcccaria, who would have 
attained a very high repute as an Economist if his lectures 
delivered in 17G9 had no,t been suppressed until 1804, says^: — 
every age there has been an exchange of products for pro- 
ducts reciprocally superfluous and necessary, of services for 
products, and of services for services. Thus Beccaria only 
treated of two species of Exchangeable Quantities, and of three 

1 Lletmnti di Ecommia imbhhca ^ P ^ olusione , 
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kinds of exchange. But we have shewn that there are three 
species of Exchangeable Quantities and Six different kinds of 
Exchange, which constitute the domain of the pure science of 
Economics, or Political Economy in its most modern definition. 
We have defined the Value of any Economic Quantity to be 
any other Economic Quantity for which it can be exchanged. 
Hence to investigate the Theory of Value is to investigate the 
laws which govern the relations of Exchangeable or Economic 
Quantities. 

The complete Theory of Value comprises the following: — 

1. The Definition of Value. 

2. The Origin^ /Souree, or Came of Value. 

S. The General Daw of Value: or the General Equation 
of Economies, 

On each of these points there has been the most extraordinary 
conflict of opmion among writers. We shall, therefore, have to 
investigate each branch of the subject separately, as Ave have 
already done the general conceptions of the science. We shall 
have to generalize each of these branches by ascertaining and 
eliminating the accidental and intiusive ideas, so as to include 
the three different species of quantities ; and Ave shall then have 
to investigate a general Luav of Value, or a General Equation of 
Economics Avhich must be applicable to all the six species of 
exchange, equally and indiflerently : by the same Baconian Luavs 
of Inductive Logic 'which have been held universally supreme in 
all other Physical Sciences. 
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Section 1. 

Definition of Yalue — Ekeoe of the Expkession In- 
trinsic Value — Depreciation and Diminution of 
Value — Impossibility of a Standard of Value. 

1. Value,” says Wliately,^ tlie only relation with 

wbicb. Political Economy is conversant, we might ex}>GCt all 
Economists to be agreed as to its meaning. There is no subject 
as to 'which they are less agreed.” 

Every one who has read much of Economical writers must 
recognize the truth of the assertion; hence we must establish 
the true and original meaning of Value, and afterwards shew 
the confusion which has been introduced into the subject. 

Value originally means esteem, or estimation, as we speak of 
a highly valued friend. But such value is not an Economic 
phenomenon ; to be so it must be manifested in some tangible 
form. 

We have seen in the preceding chapter, § 19, that Aristotle 
says that Value, a^/a, is a relation to external goods. 

IsTow a^la is derived from dyw, one of whose meanings is fa 
tceigih, or be of the weight of ; so Demosthenes, speaking of 
some golden goblets, says^ — dyovtra LdoTn each one 

weighing a mina. And again, speaking of the sword of 
Mardonius, he says og I’lye rpiaKoaiovg ^apeiKovgf V)hich> 
weighed three hundred darics, Plence alia meant equality, 
weight for weight. 

So Homer, Iliad xxiii., 885, says — 

Kab XiftrjT dirypov^ /3ooc dltovy aySsfxoevra 
drjK eg aywra (pipwv. 

And he offered too^ as a x^rize^ a new caldron ornamented 
with ffovjers^ toorth an ox. 

Herodotus, iv., 196, describes a curious way in which the 
Carthagioians traded with the Moors. They brought out their 
ijierchandize and placed it on the beach, and lit a fire and got 
on hoard their ships. The natives seeing the smoke came down 
to the beach and placed a quantity of gold near the merchan- 
^ Appendix to Logic. Ambiguous teims. 

^Against Androtion. 617,21. ^Against Tmocrates^ 741,7. 
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dize, and then retired to a distance. The Carthaginians then 
disembarked and came to see it. If the gold seemed to them of 
the value (a^toc) of the merchandize, they took it in exchange 
and went away. But if it was not sufficient in value they went 
on board their ships again. The natives then came back and 
added some more gold to their heap until they were satisfied. 
And neither paity cheated the other. For neither did the 
Carthaginians touch the gold till they thought it equal in value 
{cnrLdwQr} rfj a^i^) to the meichandize, neither did the natives 
touch the merchandize until the Carthaginians took away the 
gold. 

So we have seen that in Roman Law it was said that a thing 
was of the value of what it would sell for. Thus anciently the 
value of a thing was always something external to itself, 
something it was equal to, bulk for bulk, and no ancient w liter 
who had clear ideas would ever have thought of speaking of 
Intrinsic, or Internal, Yalue. 

So the Physiocrates considered Yalue to be a new quality 
which products acquired when men lived in society — “ Products 
acquire then in the social state, which arises from the commu- 
nication of men among each other, a new quality. This quality 
is Vcihce^ which makes products become Wealth, and there is 
properly speaking no superfluity, because the excess becomes 
the means of obtaining what is wanted. 

Yalue consists in the relation of exchange which takes place 
between such and such a product ; between such a quantity of 
one product and such a quantity of another. 

“ Price is the expression of value : it is not separate in^ex- 
change ; each thing is recqDrocally the price of the merchandize : 
in a sale, the price is in money.” ^ 

And this is the true idea of value. Thus, let A and B be any 
two Economic Quantities which are exchanged at any moment, 
then we may say : — 

A valet B 

or, A is of the value of B 
or, A B. 

Then B is the value of A in terms of B, and A is the value of B 
in terms of A. 

1 j6e TrOBm : De Vinteret social, ch. /., § 4. 



282 PKINCIPLES OP ECONOMICS. [On.vp. V, 

Hence it is clear that value is a RatiOj or an Equation. It is 
like distance. It necessarily requires two objects. The value of 
a thing is always something external to itself. It is absolutely 
impossible to predicate that any quantity has value, without at 
the same time implying that it can be exchanged for something ; 
and, of course, everything it can be exchanged for is its Value in 
that commodity. It is impossible to say that any quantity has 
value, without at the same time stating Value in 'what — whether 
bread, or shoes, or cloth, or money, or anything. So it is impos- 
sible to say that any town has distance, unless we state the place 
it is distant from. We can no more say that a quantity is worth, 
than we can say that London is distant. And as any place is of 
different distances from other places, so any quantity has as 
many Values as other quantities it will exchange for. 

Now, suppose B as above is ten guineas : then A may be either 
of the three species of exchangeable quantities. It may be a 
material product like a watch : or it may be an immaterial pro- 
duct, such as so much instruction in science or literature, or it 
may be so much amusement — as so much acting, or any other 
service : or it may be an incorporeal jiroduct — as a Debt, under 
the form of a Bank Note, or a Bill of Exchange; or so much 
Public Stock, or any other species of incorporeal property. 
Each of these species of property is of the value of ten guineas : 
and therefore it manifestly follows that each of them must be 
equal to each other: for Things which are equal to the same 
thing are equal to one another. 

But B may be either of the three species of exchangeable 
quantities as well as A. Therefore any Economic Quantity may 
have Value in terms of any of the others. 

It is from failing to keep a firm, clear, and distinct grasp of 
the fundamental conception that the Value of an Economic 
Quantity must he some other quantity for which it can be ex- 
changed, that so much confusion has been created in the subjects 
of Wealth, Value, Productive Labour, and Economics generally. 
Aristotle says that Wealth is anything whose value may be 
measured in money, and from this wide and general definition 
the author of the Eryxias irrefragabiy proved that if a person 
can gain a living by giving instruction in science, etc., then 
that instruction is wealth, just for the very same reason that 
gold and silver are so— because they can purchase the necessaries 
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of life. So the Roman Lawyers, who also made the principle 
of wealth to reside solely in exchangeability, classed Rights 
under the title of wealth, because naked abstract rights may be 
bought and sold like anything else. 

The value of the goods in the merchants’ and traders’ ware- 
houses is the money in the pockets of their customers. The 
value of the money in the pockets of the public is the various 
products and services it can purchase. The value of a Professor’s 
lectures is the fees paid to him by his students. The Value of 
the Lawyei’s, Physician’s, Surgeon’s talents is the income he can 
earn. Hence Malthus’s reason for excluding immaterial products 
from Economics, because they cannot be catalogued and valued, 
besides being quite irrelevant to the science of Economics, is at 
once overthrown, because we have only to enumerate all the 
Lawyers, Physicians, Surgeons, Civil Engineers, Architects, and 
men of all sorts who exercise a profession, and ascertain their 
income, and the value of their labour is as easily catalogued and 
determined as that of any material products. 

The Value of an Incorporeal Right, or Promise, is the thing 
which may be demanded or promised. 

The Value of a £5 note is five sovereigns. The Value of a 
Postage Stamp is the carriage of a letter. The Value of a 
Promise, or Pledge, to cut a man’s hair is the cutting of the hair. 
The Value of a Railway Ticket is the journey. The Value of 
an order to see the Zoological Gardens is being admitted to see 
them. The Value of an admission to the play is seeing the play. 

Suppose the price of getting one’s hair cut is a shilling: 
suppose 1 want my hair cut : what difierence does it 'make to 
me whether I have a shilling in my pocket, or the pledge of the 
hair dresser to cut it? Is it not], clear that in this case the 
shilling and the promise are of exactly the same value to me ? 

Suppose I want a loaf of bread which costs a shilling : what 
difierence does it make to me whether I have a shiUing in my 
pocket, or a Promise from a baker to give me the bread? Are 
not the shilling and the Promise of exactly the same value to 
me in this case ? 

Suppose I want to see the Zoo : what difierence does it make 
to me whether I have a shilling in my pocket, or an order for 
admission ? Are not the shilling and the order of exactly the 
same Value to me in this case? 
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In sliortj suppose I want any product or service at all, what 
difference does it make to me whether I have the money in iiiy 
pocket to purchase it, or a Fi*omise from some one to render me 
the product or the service? Are not the money and the 
promise of exactly the same Value to me in each sepaiate case? 

Each separate tradesman only, of course, promises to render 
some particular product ; and as this product is not demandable 
from any one but the person who has given the pledge, it has, 
of course, Value. 

ISiow what is Money? It is nothing but the generalized 
Right, or Power, to demand whichever of these products or 
services we may require at any time. Is it not clear, therefore, 
that money is a General Right, while each of these Pledges is a 
Particular Right ? 

Is it not clear, therefore, that each of these separate Rights 
is of the same nature as money, only inferior in degree ? And 
that they are Economic Quantities, or Wealth, for the very same 
reason that money is ? And that money is nothing but a stored 
up or accumulated general power or Right of demanding all 
products and services? Is it not clear, that if a man had his 
pocket full of promises or pledges by solvent persons to render 
him. all the products and services he wanted, he would be just 
as wealthy as if he had so much money? Hence we see the 
perfect justice of the Roman Law — Under the title of Wealth, 
or Money, Rights are included.” 

These Rights, then, being clearly shewn to have Value, and 
be Wealth, like any material products, they may be bought, 
sold, and exchanged like any material products. A Right to 
demand a loaf of bread may be exchanged against a Right to 
have one’s hair cut. One of ^the Ionian oil bills mentioned be- 
fore ^ may be exchanged for a pledge, or promise to pay so much 
tea, or any other product. 

So a Right to demand a sum of money to he paid tliree 
months hence, may be exchanged against a Right to demand 
money at once. And all these Rights are Economic Quantities, 
or Wealth, as much as any material products. They are the 
most colossal species of property in this country, and the sub- 
ject of the most gigantic commerce, whose mechanism is fully 
exhibited in the next chapter but one. 

^ Ante^ chap, JF., § 20, 
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As Talue is the Ratio in which two Economic Quantities A 
and B will exchange, it is clear that the value of A in terms 
of B increases or decreases according to the greater or less 
quantity of B that A can purchase : and the value of B in terms 
of A increases or decreases according to the greater or less 
quantity of A that B can purchase. It is also clear tjiat if from 
any cause whatever the Value, or the Ratio, between these 
quantities has changed, the value of both must have changed. 
It is manifestly as absurd to say that the value of one quantity 
has changed, while that of the other has remained the same, 
as it would be to say that a railway train had inci'eased its 
distance from the station; while the station remained at the 
same distance from the train. Moreover it would be as absurd 
to speak of a quantity changing its own value, or keeping its 
own value fixed, without stating the article with respect to 
which its value had changed, or remained fixed, as it would be 
to say that an object had changed or preserved its own distance, 
or its own ratio, without saying distance from what, or ratio 
to what. 

Hence it is quite clear that nothing can have fixed or in- 
variable value unless ei'erything else is fixed and invariable in 
value as well, because though the value of a quantity may 
remain the same with regard to any number of things, yet if 
its value has changed with respect to any other things whatever, 
the value of that thing has changed. 

And as the value of anything is solely anything else it can be 
exchanged for, it is manifest that if it can he exchanged for 
nothing, it has no valu§ Iso matter what qualities it may 
possess, if no one else wants it, and will give nothing for it, it 
has no more value for its owner than if he were in the centre of 
the Desert of Sahara. Many persons have almost a difficulty in 
believing that money can have no value; hut Smith himself says,, 
that if a guinea could not be exchanged for anything it would 
be of no more value than a hill upon a bankrupt. So Say says^ 
thiugs can only be valued by an. exchange. This is strictly in 
accordance with the doctrine of all ancient WTiters and of the 
Physiocrales. 

All this is simple enough, and is only the necessary consequence 
of value being a ratio and requiring two objects. But while 

1 CourSi Fart J., cJi. 1. 
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EconoBiists admit that the value of a thing is something exter- 
nal to itself, they scarcely ever adhere to that coiu'e])tion, and 
its necessary consequences, hut they constantly consider value 
to be some absolute inherent quality, a}>pertaining to the tiling 
itself, without apparently the least idea that these are two dif- 
ferent con.ceptions, and the -wbole subject has been thrown into 
inconceivable confusion by their sometimes treating value as a 
Quality and sometimes as a Ratio. 

There is only one further thing that need be noticed here: 
Value is the ratio in which any Economic Quantity will ex- 
change with any other Quantity: Price is the value of a Quantity 
in Money or Credit only. Now if Money or Credit he exces- 
sively abundant, the prices of all other things will rise, but 
they will still preserve their relative values among themselves. 
For if a loaf of bread and a pound of meat each cost sixpence, 
and if, in consequence of an excessive abundance of money or 
credit, they each rise to a shilling, the pound of meat is still of 
the value of a loaf of bread. Hence there may be a general rise, 
or a general fall, of prices. 

But there can be no such thing as a general rise, or a general 
fall, of values. Everything can no more rise or fall wuth re- 
spect to everything else than, as Mr. Mill says, a dozen runners 
can each outrun all the rest, or a hundred trees can all overtop 
one another ; or than, every donkey can come in last in a donkey 
race. To suppose that all things could rise relatively to each 
other would be to realize Pat’s idea of society, where every man 
is as good as his neighbour, and a great deal better too. 


On the Error of the Expression Iisteinsic Valcte. 

2. We have now to call attention to a phrase which has been 
the cause of an enormous amount of confusion in Economics. 
Say very justly remarks on the difficulty oi' divesting the mind of 
the influence of common langu.age in this subject. Nothing has 
been more mischievous than the influence of the phrase we are 
going to notice, and to exterminate it is the first step in the 
Improvement of the science — especially for the due compre- 
hension of the subject of Credit. 

All ancient writers kept their minds clearly fixed on the thing 
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wliicli anything could be exchanged for as its yalue, or some- 
thing external to itself, and we have not found in them any 
trace of such a confusion of ideas as the expression IntrlnsiG 
Value. But their writings on the subject seem to have been 
totally forgotten. In modern times when men began to con- 
sider the subject of wealth, gold and silver were long held 
to be the only species of wealth, because they outlasted every- 
thing else, which wasted away or was destroyed, while they 
remained. When men began to see the absurdity of holding 
specie to be the only wealth, they looked to some quality 
of the thing itself, as constituting a thing wealth, and then 
they began to speak of Intrinsic Value. We have not been 
able to discover where or when this expression arose ; but 
so long ago as 1696 an ^ble writer, Barbon, pointed out the 
confusion which had arisen from mistaking the absolute quali- 
ties of a thing for the thing it would exchange for. He says ^ — 

There is nothing that troubles this controversy more than for 
want of distinguishing between value and virtue. 

^Walue is only the price of things ; that can never be certain, 
because it must be there at all times, and in all places, of the 
same value ; therefore nothing can have an Intrinsic Value. 

“ But things have an mtrinsic virtue in themselves, which in 
all places have the same virtue : as the loadstone to attract iron, 
and the several qualities that belong to herbs and drugs, some 
purgative, some diuretical, &c. But these things, though they 
may have great virtue^ may be of small value., or no price, 
according to the place where they are plenty or scarce, as the 
red nettle, though it be of excellent virtue to stop bleeding, yet 
here it is a weed of no value from its plenty. And so are spices 
and drugs in their own native soil of no value, but as common 
shrubs and weeds, but with us of great value, and yet in both 
places of the same excellent intrinsic virtue.” 

Again — “For things have no value in themselves; it is 
opinion and fashion brings them into use and gives them a 
value.” 

Barbon thus puts his finger on the very thing which is the 
curse and the bane of Economics to this very day, the expres- 
sion Intrinsic Value^ which is confounding an intrinsic quality 

i A discourse concerning coining the new money lighter^ in answer to Mr. Loch's 
considerations about laising the value of money, 6, 
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witli an external relation. It is tills very }.lirrise whic^li in 
recent times lias done so imicli to oLscuie and ctmi’use tlie 
Theory of Credit. 

The most distinguished ■writer ^xho^ before the Pin siocrateSj 
■wrote against the Mercantile Ksysteni, was Bolsguillehert. the 
morning star of modern Economic Science. In the various 
writings, Xe eletail de hi Frmtce, puhlished in 1007, the Fact am 
de la Frmce^ 17'07, and otliers, he advocates all those doctrines 
which Turgot was only able to carry out three-quarteis of a 
century later. Boisguillebert says^ — Wealth fioin the be- 
ginning of the world, by the destination of nature, and the 
order of the Creator, ivS nothing else than an ample enjoyment 
of the wants of life : as they are sim^dy reduced to food and 
clothing necessary to defend men from the rigours of the 
climate, it almost all consists in two kinds of occupation, namely 
ploughing the earth and pasturage.” And again, showing the 
absurdity of considering gold and silver as wealth, irvhen they 
could not be exchanged for the necessaries of life, such as food 
and clothing; he says^ that these are the only things which 
should be considered as wealth. 

And after this time the usual definition of wealth among 
writers who rebelled against the Mercantile System was the 
annual produce of land and labour.” Thus Cantillon says ® : — 
The earth is the source or matthr from wdience all riches are 
produced : the maintenance, convenience, and superfluities of 
life ai*e, j^roperly speaking, riches, labour the first, and industry 
the second, means of obtaining them.” So Turgot, Verri, 
Beccaria, and, indeed, all Economists at that time make "wealth 
to consist of the necessary, useful, and agreeable things ob- 
tained from the earth by labour. This definition, which looked 
to things as being wmalth from their useful qualities, naturally 
led writers to speak of Intrimio Value. The principle of 
exchangeability was also included by these writers as apper- 
taming to wealth, but only as a secondary and subordinate one, 
not as the sole and exclusive one, as it was by ancient writers. 

Economists then confined their attention solely to things of 
value, the produce of labour, quite oblivious of the fact that 

1 Factum de la Frame^^ cTi. w. 

2 Dissei tation m>r la nature des richesses. Comiderations generales. 

3 Analysis of Trade^p. 1. 
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there are raulti tildes of things of value which are not the result 
of labour at all. Then they began to consider that things would 
exchange in proportion to the labour employed in producing 
them. Thus the value of a thing was considered to depend on 
the quantity of labour employed to produce it. Thus the quan- 
tity of labour embodied as it were in the thing came to be 
counted as its value, and value thus came to be called Intrinsic^ 
and many of the most eminent Economists consider value 
to be some inherent quality of a thing conferred by labour. 
This unhap|)y phrase, Intrin^ie Valiie^ meets us at every turn 
in Economics, and yet the slightest reflection will shew that to 
define Value to be something external^ and then to be constantly 
speaking of l7itTinsiG Value^ are utterly self-contradictory and 
inconsistent ideas. 

Thus over and over again it is repeated in Economical works 
that money has Intrinsic Value^ but that a bank note, or bill of 
exchange, is only the represeyitative of value. 

Money no doubt is the produce of labour, but as Smith ob- 
serves, if it would exchange for nothing it would have no value. 
So that after all, Smith comes to exchangeability as the principle 
of value. So also Say says that the value of money only con- 
sists in the things it will buy. How then can its value be 
Intrinsic f How can anything have Intrinsic Value, unless it 
has the things it will exchange for inside itself? Money has 
Intrinsic Value ! Has a piece of money got the merchandize, 
and all the other things it will purchase inside itself? Money 
will exchange for anything — corn, houses, horses, carriages, 
books, &c., and each of these is the Value of the money with 
respect to that commodity. But which of these is its Intrinsic 
Value ? 

It is quite clear that money has not Intrinsic^ but G-eneral^ 
Value, because it is generally exchangeable throughout the 
country. But place it among a race of savages and where 
would its value be ? 

Persons throughout a country will always be ready to give 
things in exchange for the money of the country, hence money 
has General and Value, but manifestly not Intrinsic 

Value. 

All Economists admit that a bank note payable on demand is 
of the value of money. And why is it so? Simply because 

V 
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ex'elipjajio^l for naaies. iUaiee it i> t*U*ar ibai bank liute^ ainl 
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c/.a. When iut)ney*can ])e ('xeb^nue^l It bastalue; 
■vvheii it caaniui ]^e (^\<*hange‘l it hi\> no tala-e: wluai a bilh or 
note, can be e^^changeJ ii has t able ; v, ben it cannot be exchaiig'cal 
it Ins iio value. 

Meiice vre see that the Yaliie of Money and Credit of all 
Muds is e>sseiitially ot ilio same luuure, though tlieie may be 
clitiereut degiees of it. A piece of (avdii is an article of 
mercbaudize and an excliaiigeable commodity just as much as 
money or auy other goods. 

The expression Intrinsic Value is so common that i)crsons are 
apt to overlook its incongruity of idea ; but if we use words of 
similar import whose use has not been so oorru[)ted5 the ab- 
surdity will be at once apparent. Thus who ever heard of an 
Intrinsic Distance, or an Intrinsic Ratio ? The absurdity of 
these plirases is apparent at once ; but they are not more absurd 
than Intrinsic Value. To say that money because it is mateiial, 
and tbe produce of land and labour, has Intiiiisic Value, and 
that a Bill or Idole is only the Itepi^esenlative of value, is as 
absurd as to say that a wooden yard measure is intrhmc 
distance, and the space between two points one yard apart, is 
tire representatim of distance. 

Tlie extraordinary iu consistencies into wliiob Smith and 
Ricardo Iiave fallen are more fully exhibited in the next section 
but one, on a Standard of Vtdiie^ but we will give hero an 
example of the confusion of idea into which able writers are 
betrayed. Senior says * — We have already stated that we use 
the word Value in its pojjular acce]?tation, as signifjing that 
quedity in anything which fits it to be gimn and received in 
exchange, or in other words to be lent or sold, hired or 
piircliased. 

So defined, Value denotes a relation reciprocally existing 
between two objects !” 

.Row the quality of a melon which fits it to be sold is its 
agreeable flavour; its flavour is, according to Senior, its value; 

1 tPolUkal Economy, y, 13. 
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and so defined, he says, it means it costs 5s. ! That is, he 
defines the quality of a thing to be its i^rice ! 

But Economics has nothing to do with the^ useful or agree- 
able qualities of things, but only with their exteinal relations to 
other things. The sole quality of things which an Economist, 
qua Economist, is to investigate is their exchangeability; and it 
must always be remembered that Economics is a pure science of 
Ratios. 


On the distinction betioeen Djupueciatioxt and Dimestution 
IN Yalue, 

3. We must now observe the difference between two expres- 
sions, which, though often used indisciiminately, are essentially 
distinct, viz., Diminution in Value and Depreciation, An 
alteration in value of any commodity means that the quantity of 
it which was considered as an equivalent for a certain amount of 
some other commodity with which it is compared, has undergone 
a change. Depreciation means that it is not really of the value 
it professes to be. Alteration in value of a commodity is always 
used in reference to some other commodity with which it is 
compared ; Depreeiatlon^ in reference to itself. Thus, if at any 
given time an ounce of gold will exchange for fifteen ounces of 
silver, and owing to any great and sudden increase of the 
quantity of silver, while the quantity of gold remains the same, 
one ounce of gold becomes able to purchase twenty ounces of 
silver, then silver is said to have sustained a Diminution of 
Value with respect to gold ; or if, while silver remained the same, 
gold became very scarce, so that one ounce of gold would 
purchase twenty ounces of silver, then gold would be said to 
have risen in value with respect to silver. But if a bank note, 
which professes to be of the value of five sovereigns, will only 
purchase four sovereigns, it is depreciated ; or if a guinea, which 
professes to contain a certain amount of fixed weiglit of pure 
gold, does not contain that amount, it is depreciated. The 
expression Diminution in Value is applicable both to commodi- 
ties and money; the word Depreciation is more properly 
restricted to currency ; when an analogous change takes place in 
commodities, it is usually called deterioration, 

r 2 
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Tiiese dlstiiictioiis are very necessary to he obserrcd in all dis- 
cussions regarding the value of coins whkdi retain the same 
names during a long series of ages. The pound of money in the 
days of William the Conqueror really meant a pound weight of 
silver bullion; and silver was the only money. Since then 
silver has greatly increased in quantity, and other things are 
used as money, which have tended very greatly to diuiinmh its 
value. It is said, though of course all such statements are 
extremely diiOicult to verify, that silver has fallen to a twelfth of 
its value in those times. Not only has the value of the metal 
greatly diminished, but the coinage is greatly deteriorated. By 
various diminutions effected by successive sovereigns, the shilling 
now is only the 66th part of a pound weight, whereas it was 
formerly the 20th part. Hence it is said that a shilling wnll only 
command the 36th part of what it formerly would. Though, as 
great changes have taken place in everything else as well, it 
would be difficult to prove this. 

These causes affecting the value of coins which retain their 
names through long periods, may act in the same, or opposite, 
directions. It is quite easy to imagine that a coin, though 
greatly deteriorated, or diminished from its original weight, 
may, in consequence of the increased value of the material of 
which it is composed, be able to purchase as much as it would 
have done originally. It is alleged sometimes that this happened 
at Rome, The first coinage of Rome was copper, and this metal 
was found in great abundance for some time after the founda- 
tion of the city. The first measure of value was the as which 
was a pound weight of copper. The as was subsequently reduced 
to the twelfth part of its weight, and some writers say, that in 
consequence of the great scarcity of the metal, it had increased 
so much in value, that the deteriorated coinage would purchase 
as much as the full pound would originally. This may be so, or 
not, but it in no way affects the argument. It might, very 
possibly have been so. 

These considerations greatly affect the public in the matter of 
public debts. The State agrees at a particular time to pay a fixed 
quantity of bullion, either for ever, or for a long period, to the 
public creditors. Now, even supposing all other things to remain 
the same, the value of the money may vary very greatly during 
long periods, either from the increased scarcity, or the increased 
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abundance, of the metal ; and either the State or the creditors 
may be grievously affected by these changes. 

In recent times, many able Economists have expected that the 
value of gold would be violently affected by the great discoveries 
in California and Australia. Some countries have taken such 
alarm at this as to abolish gold as the legal measure of value, 
and some writers have proposed that the weight of the sovereign 
should be increased in consequence. Even if the consequences 
expected did follow, which is extremely doubtful, it is not very 
likely that this would be done. However, this is not the place 
to discuss this important question. 


A Standard of Value is Impossible. 

’ 4. The unfortunate confusion of ideas between the Value of 

a quantity being any other quantity a thing will exchange for, 
and^the quantity of labour embodied in obtaining the quantity 
itself, has led not only to the mischievous expression, Intrinsic 
Value, the source of endless confusion, but also to the search for 
something which reflection would have shown to be impossible, 
viz., an Invariable Sta7idard of Value. 

The great difficulty in dealing with Economical winters and 
their opinions is, that to collect their opinions, it is often neces- 
sary to place before the reader long passages, and to examine 
closely the structure of nearly every sentence, to mark the 
changes and inconsistencies of thought which take place. This 
is insufferably wearisome to the reader, and therefore we must 
refer to the chapter in Smith on the subject, for a full considera 
tion of his views. It is B. i., c. v. But we must shortly state 
his doctrine. 

The first doctrine he lays down is that the value of any com- 
modity is equal to the quantity of labour which it enables him 
to command or purchase. Hence, if I denote labour, 

A=^, 21, Si, 41 ... . 

He then says, in the next paragraph, that that is the same thing 
as saying that it is equal to the produce of labour it enables him 
to purchase; or, denoting produce by^, 

A“p, 2p, Sp, 4p . . . . 

And then in the next paragraph he says that the value of any 
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tiling is more frequently estimated in money tlian eitliei’ in labour 
or commodities ; or, denoting money m, 

*A=m, 2;n, 3;/?^ 4??i .... 

Kow, altliougli it has justly been pointed out that these modes 
of estiinaling the value of a quantity are ])y no means i den ti cal j 
we observe that in this passage. Smith defines the value of a thing 
to be sometliing external to itself — it is the thing which anything 
can be exchanged for. Hence it is manifest that the value of A 
must vary directly, as I, 2^1 01* The more Z, p, or m that 
can be got for A, the more valuable is A ; the less of Z, j), or m 
that can be got for A, the Jess valuable is A. It is also jicrfeclly 
clear, that if any change whatever takes place in the exchange- 
able relations between A and these quantities, the value of A has 
changed. 

Hence Smith admits that Value, like distance, requires two 
objects. If any change takes place in the position of either of 
these, the distance between them has changed, no matter in 
which the change takes place. So if the exchangeable relation 
between two quantities changes, their Value has changed, no 
matter in which the change takes place. Hence it is clear that 
there can be no such thing as Invariahle Yalue, Nothing 
whatever can by any possibility have an invariable value, 
unless its exchangeable relation with everything else is fixed. 
Hence we can at once see that, by the very nature of things, 
there can be no such thing as an invariable standard of value, 
by which to measure the variations in value of other things, 
because, by the very nature of things, the very condition of any- 
thing being invariable in value is that nothing else shall vary in 
value : and consequently the very condition of there being an 
invaiiable standard is, that there shall be no variations to 
measure. 

Nevertheless a very large body of Economists have set out 
upon this wild goose chase — this search for an invariable 
standard, which it is utterly contrary to the nature of things 
should exist at all. Directly after the passages we have re- 
ferred to, Smith commences the search for that single thing 
wdiich is to be the invariable standard of value. He says that 
gold and silver will not do because they vary in their value, 
-—-sometimes they can purchase more and sometimes less of 
labour and other commodities. Then he says : — 
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^^But as a measure of quantity, such as the natural foot, 
fathom, or handful, which is continually varying in its own 
quantity, can never be an accurate measure of the quantity of 
other things, so a commodity, lohich is itself continually vary- 
ing m its 01091 value, can never be an accurate measure of the 
value of other commodities. Equal quantities of labour at all 
times and places 'may he said to he of equcd value to the labourer. 
In his ordinary state of health, strength, and spirits, in the 
ordinary degree of his skill and dexterity, he must ahvays lay 
down the same portion of his ease, his liberty, and his happiness. 
The price which he jKiys must cdwoys he the same, vdiaiever 
may he the quantity of goods which he receives In return for it. 
Of these, indeed, it may sometimes purchase a greater and 
sometimes a smaller quantity, hut it is their value which varies, 
not that of the lahour lohich purchases them. At all times and 
places, that is dear wdiich it is dificult to come at, or wdiich it 
costs much labour to acquhe, and that cheap wddch is to bo had 
easily, or wntli very little labour. JLahonr alone, therefore, 
never varying in its own value, is alone the idtlmate and real 
standard hy which the vcdue of all commodities can at all times 
and places he estimated and compared. It is their real price ; 
money is their nominal price only. 

But though equcd quantities of lahour are ahoays of equal 
value to the labourer, yet to the person wdio employs him they 
appear sometimes to bo greater, and sometimes of smaller value. 

Bahour, therefore, it appears evidently, is the only universal, 
as tvell as the only accurate measure of vcdue, or the o)dy 
standard hy %vhich we can comjmre the vcdue of different com- 
modities at all times cmdj at cdl places f 

Now tbe utter confusion of ideas in these passages is manifest. 
A foot, or a fathom, is an absolute quantity, and of course may 
increase or decrease by itself; but Value, by Smith’s own defini- 
tion, is a ratio, and therefore we might just as w^ell say that, 
because a foot which is varying its own length cannot be an 
accurate measure of the length of other things, tlierefore a 
quantity which is always varying its own ratio cannot be an 
accurate measure of the ratio of other things. The utter 
confusion of ideas as to the whole nature of the thing is manifest, * 
We may measure a tree with a yard, because they are each of 
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them single quantities, but it is an impossibility that a shi(/Ie 
quantity can measure a ratio. It is a manifest impossibility to 
say 

a : b :: X 

It is manifestly absurd to say 4 is to 5, as 8, without sa,}ing, us 
8 is to what ; just as it is absurd to say that ahorse gallops at the 
rate of 20 miles, without saying in what time. 

But Smith tells us that equal quantities of labour are always 
of equal value to the labouier.” What I if a man performs 
a certain quantity of labour, and gets £1,000 for it, is his labour 
of the same value to him as if he gets five shillings ? 

The incongruity of ideas in this chapter of Smith is palpable. 
He first of all defines the Value of A to be the quantity of 
things it will pui chase, and therefore, of course, vaiq iiig diVcctly 
as that quantity, and then he suddenly changes the conception 
of V alue into the quantity of labour bestowed in producing A ; 
and says that the Value of A is invariable, so long as it is 
produced by the same quantity of labour; and that its Value is 
the same whatever quantity of things it will purchase ! 

The term Value has been used with such diversity and incon- - 
sistency of meaning by writers, that it will aid much in shewing 
the confusion that runs through the whole of Smith’s ideas to 
translate them into mechanical language, thus : — 

As a measure of quantity, such as a foot, which is always 
varying its own length, can never be an accurate measure of the 
length of other things, so an object which is always varying its 
own distance can never be an accurate measure of the distance 
of other objects. But the sun is always at the same distance. 
And though the earth is sometimes nearer to the sun, and some- 
times farther off from it, the sun is always at the same distance. 
And though the earth is at different distances from the sun, it is 
the distance of the earth which has varied, and not that of the 
sun ; and the sun alone, never varying its own distance, is the 
ultimate and real standard. by which the distances of all things 
can at all times and places be estimated and compared,” 

Such is a fair translation into mechanical language, merely 
substituting “distance” for “value,” of Smith’s ideas, ISTo 
wonder, says Francis Horner, “ we have been under the neces- 
• sity of suspending our progress in the perusal of the Wealth of 
Watiom^ on account of the insurmountable difficulties, obscurity, 
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and embarrassment in whicli the reasonmgs of the fifth chapter 
are involved.” 

But after saying, in the last-mentioned passages, that a thing 
produced by the same quantity of labour is always of the same 
value, no matter what it may exchange for, he says, speaking of 
money, in the passage we have already quoted, if it could be 
exchanged for nothing, it would be of no more value than the 
most useless piece of paper. So that, after beginning with ex- 
changeability, and then adopting quantity of labour, he comes 
back again to exchangeability as the measure of Value, quite 
unconscious that these are different conceptions. And this con- 
fusion of idea runs through the whole of Smith’s work: one 
half of it is based upon labour being the foundation of value, and 
the other half upon exchangeability. 

Exactly the same confusion runs through the whole of Ricardo. 
He begins by saying^ — “The value of a commodity, or the 
quantity of any other commodity for lohich it will exchange^ 
depends on the relative quantity of labour which is necessary 
for its production.” 

So again ^ — “In the early stages of society, the exchangeable 
value of these commodities, or the rule which determines how 
much of one shall he given in exchange for another ^ 

A little further oii’*^ he calls the quantity of labour bestowed 
on a commodity, “under many circumstances an invariable 
standard, indicating correctly the variations of other thuigs.” 

Again he says ^ “ the stockings would inevitably fall in value, 
and consequently command less of other things. They would 
fall because a less quantity of labour was necessary to their 
production, and would therefore exchange for a smaller quantity 
of these things.” 

Ricardo then starts on the search of the Invariahle Standard 
of Yahce^^ which should itself be subject to none of the 
fluctuations to which other commodities are ex])osed. Pie says 
that it is impossible to be possessed of such a measure, because 
there is no commodity which is not subject to require more or 
less labour for its production. 

Afterwards he says® — “If equal quantities of labour, with 
equal quantities of fixed capital, could at all times obtain, from 

^ JPnncijgles, p. 1. ^ Ihd 3. ® Ihd.,p. 5. 

^ Ibid.fp. 19. ^ Ihid.^ c7i, i.,p 6. ® Ihd.., cli lii. 
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tliat mine mliicli ‘paid no rcnl, eqiial quantities of gold, gold 
'would be as nearly an iiiAariable jneaMire of value, as we cnull 
ill tbe nature of things possess. The «|uantity would indeed 
enlarge with the demand, Imt Its colne 7fy>u/J be hteaeldhh^ and 
it looiilil be eur/nc/o/// 7Cill caleidatal to measure the vartpjig 
7jalue of all other Ihinysf 

» In a subsequent part of his work, he says^ — “The lalioiir of a 
million of men in manufaclures will always produce the same 
value.” — “ That commodity is alone invaiiable, wiiicli at all times 
requires the same sacrifice of toil and labour to produce it.” 
Which is just as rational as to say, that a Rnilway Station, 
because it does not move, is always at the same distance Ifom 
the trains which are flying to, and away from, it, though tliey are 
at different distances from it 1 That the distance from B to A 
is always changing, but the distance from A to B is invariable ! 
And after beginning by defining, and several times repeating 
that, the value of a thing is the other things it ;will exchange 
for, be ends by saying — “I cannot agree with M. Say in 
estimating tlie value of a commodity, by the abundance of other 
commodities for which it wfill exchange ! ” The extraordinary 
consequences whicli Ricardo deduces fiom his doctrine will be 
more fully exhibited in the next section ^ 

Ricardo, therefore, begins by defining the value of a thing to 
be something external to it, and then he ends by describing it to 
mean the cost of production, or quantity of labour, bestowmdin 
obtaining it. The very first day that Jeremy Bentham read the 
book he wrote to Ricardo to tell him that it was all founded on 
a confusion between Cost and Yahie, 

Mr. MU has shewn the impossibility of there being an in- 
variable standard of value,® but he has not brought out with 
.siiffioient distinctness the simple reason that Value is a Fuitio^ 
and a single quantity cannot he the measure of a ratio. 

In the passages we have quoted, Smith and Ricardo have both 
^ Punic titles^ ch XX. 

2 A disciple of Eicardo, •who is bnpposed to have earned his doctiincs to an 
extreme, says, “ There is no necessary connection at all, or of any kind, diiect or 
inverse, hetween the q.naniity commanded, and tho^ value commantimi^ ” And a 
little further on, “ I piesume that in your use, and m evoryhod/s use of the word 
Value, a high value ought to purchase a high value, and that it wiH bo very absimd if it 
should not. Put, as to purchasing a gieat quantity, that oondiUon is swdy not 
imluded any mmi's idea of Value! I TemflaVs Pkhgms hj Be Quincey. 

® Booli 111 ., ch, 15 . 
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assumed that labour is an invariable standard of value. Other 
things^ it is true,’ have been proposedj such as corn ; but we need 
not encumber ourselves with their consideration, because our 
object is to shew that such a thing is, by the very nature of 
things, absolutely impossible. 

One of the first writers to point out the impossibility of such 
a standard was Mr. Samuel Bailey, in his admirable Critical 
Dissertation on the Nature, Measuo-^es, and Causes of Value f a 
work which has greatly contributed to found Economic Science. 

If we had a British yard and any foreign measures before us, 
we could at once perceive the difierence between them, and if 
we were told the measurements of any foreign buildings, how- 
ever remote in age or country, we could by a very simple calcu- 
lation, reduce them to the standard of British measurement, and 
compare them in size with our own buildings. So with our 
measures of weight ; if we were told that in ancient days people 
could carry a ton as easily as men can now carry a hundred-weight, 
we should at once have a standard by which we could judge of 
the relative strength of men of old and the men of the present 
day. 

In a certain popular way money is termed the measure of 
value. And so it is in exclianges which are effected at the same 
time and place. If we were told that a quarter of corn was 
worth 60s., and that a sheep was also worth 60s., at a certain 
time and place, we should know that they were then and there 
equal in value. That is, they would both exchange for the same 
quantity of gold or silver. 

But such matters are not the result of simple perception by 
the senses. If we had a quantity of gold or silver placed beside 
a number of other things, no human sense could tell us what 
their relative values were. And the most violent changes in 
value might take xfiace without our being able to have the 
slightest perception of such a thing. 

Moreover it would be equally absurd to suppose that we could 
ascertain the different values of different quantities of gold 
obtained in different ages and countries. If a quantity of gold 
coins minted in the reign of Elizabeth, a similar quantity minted 
ill China, and an equal quantity minted in the reign of Victoria, 
were placed side by side, what human sense could discern the 
difference in value between them? And yet that is what those 
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Economists require, who want an invariable stainlarcl of value. 
They want something by which they can at once deeiile whether 
gold is of more value in 1400, or in 1800, in England or in 
China, without any reference to anything else. 

The least reflection will show that this is an impossibility. 
The only test of value is an exchange, and iiniess w'e can eilbct 
an exchange there can be no value. How can wm exeliangc an 
ounce of gold in the year 1572, for an ounce of gold in the 
year 1872 ? Mr. Bailey well says, p. 72, Value is a relation 
between contemporary commodities, because such only admit 
of being exchanged for each other; and if w^e compare the value 
of a commodity at one time with its value at another, it is only 
a compaiison of the relation in which it stood at these diflerent 
times to some other commodity. It is not a comparison of some 
intrinsic independent quality at one period, with the same 
quality at another period, but a comparison of ratios, or a 
comparison of the relative quantities in which commodities 
exchanged for each other at two different epochs. If a com- 
modity A in the year 100 was worth 2 B, and in 1800 was 
worth 4 B, we should say that A had doubled its value to B. 
But this, which is the only kind of comparison we could institute, 
would not give us any relation between A in 100 and A in 
1800: it would be simply a comparison of the relation between 
A and B in each of these years. 

^^It is impossible for a direct relation of Value to exist 
between A in 100 and A in 1800, just as it is impossible for the 
relation of distance to exist between the sun at the former 
period and the sun at the latter.” 

It is obvious that all we can do by a measure of Value is to 
ascertain in a convenient way the exchangeable relations existing 
between any quantities at any given time. And by a com- 
parison of prices at different epochs we can observe the differ- 
ences which have occurred in the exchangeable relations of tliese 
quantities between the different times. And this, though far 
from what is required by those writers, is all that we can 
have. 

The fundamental objection then to there being a Standard of 
Value is simply this, that value is always a ratio, and a single 
quantity cannot be the measure of a ratio. And yet it is by no 
means uncommon to hear able men rise up at learned associations 
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and demand that the GoTennneiit should histitnti* aii iiHfiiiry to 
ascertain and affix; an invai'ia]>lo Standard <jf Value, in tie* ‘^anie 
way as they have bestowed f>Teat care and ])ains to fix the 
standard of length, and capacity, and wcigld. All they can 
do is to maintain a fixed weight and jmrity in the current (‘oin 
of tlie realm; but they can no more eonIruJ its variations in 
Ahiliie than they can regulate the motions of the stars by Acf of 
Parliament. 
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Oji the Opjgi^^, Soukoe or Oaitse i[f Vai i-ia 

o. We liare seen tlnd tlcro are iLive s]jeeIeN of Eronouiic 
Quantities^ esdi conlaiuhuj; ninny AarielkSj vdilch have \aine. 
We have deckled that (/it Value oT a Qiiauiity is aiiy other 
Quantity it can bo exchanged foi. W e now come to the second 
branch of our inquiry — What is the CausSj or So urn a:, of 
VAiajE, and w'hencc does it oiiginale ^ 

Now when we are to search lor the came, or source, of value, 
it may be as well to understand what it is we are scaixhing for. 
There is a very great nundfer of things of several dliferent 
natures which all have value:’ we must therefore manifestly 
search for some shujle CauBe which Ib common to them all, and 
ascertain wdiatthat single cause is, by genuine Imfuctioin — ‘^But 
the induction which is to bo available for ^the discovery and 
demonstration of sciences and arts must analyse nature by ])ro-‘' 
per rejections and exclusions, and then after a sufficient number 
of negatives come to a conclusion on the affirmative iustancesf ’ ^ 
— Now what the sciences stand in need of is a form of induc- 
tion which shall analyse experience, and take it to pieces, and by 
a due process of exclusion and rejection lead to an inevitable 
conclusion.” ^ 

Now the first step in Ibis process of induction is to make a 
complete collcclion of all the difieient kinds 6f quantities, of 
whatever nature they may be, which have value. For vvhoso- 
ever is acquainted with -Forms, embraces the unity of nature in 
substances the most unlike. From the discovery of Forms, 
therefore, results truth in Theory and freedom in Practice.” 

So Bacon earnestly inculcates as the foundation of all true 
science a careful collection of all kinds of instances in which 
the given nature is found ^ — ^^The investigation of forms pro- 
ceeds thus : a nature being given, we must first of all have a 
muster, or presentation, before the understanding of all known 
instances which agree in the feame nature, t/ioug/i in substances 
the most uhillce. And such collection must be made in the 
manner of a history, without premature speculation.” Bacon 

^ I/ov. Orff,, Booh i., Ajoh, 105 ^ Bistnhutio Opens, 

3 2/ov. Orff,, Booh n., Aph, 3. t Mi\ Org,, Bh ii., Aph, 11* 
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tlieii exemplifies his iiielliod by on inve^tigntioii into the Form 
of IJent: anti lie gives tables of the divers instances nuTeeiiig 
in the Xatiire of Ileat: also where it is absent: anil v/here it 
ap])eais in difierenl degrees. 

The work^ <aiiil oillee of these three tables I call llie Presen- 
tation of Instances to the Understanding, wliieli ]>reseiitation 
having been inadej Indiietion itself must be set to work; for 
the problem is upon a review of the instances, all ami eaelg to 
find such a iiatme as is always present, or tibsent with the 
given nature, and always inei eases or decreases with it, and 
which is, as I have said, a paitieidar ease cf a ir.ore general 
nature.” — must fnake“ tliereforo a complete souition and 
separation of iiainre, not indeed ])y fire, but by the mind, ivliicli 
is a kind of divine fire. The first work therefore of true iiidno- 
tion (as far as regards the discovery of Forms) is the I’ejeetioii 
or exclusion of the several natures which arc not found in some 
instance vlieii tlie ghen nature is present, or are found in some 
instance where th$ gi\ eii nature is absent, or are found to increase 
in some instance v lieie the given nature decreases, or to decrease 
when the given nature increases. Then indeed after the rejec- 
tion and exclusion has been duly made, there will remain at the 
bottom, all light opinions vanishing into smoke, a Form affirma- 
tive, solid and true, and well defined.” 

An iiidi^perasilJit^ p^^^ of Induction is the rejection of erro- 
neous Forms* — ‘^I nmst now give an example® of the Exclusion 
or 11 ejection of natures which ])j the Tables of Presentation 
are found not to 1 belong to the Form [of Heat]; observing in 
the meantime not only each table sullices for the rejection of any 
nature; but even any one of the particular instances contained 
ill any of the tables. For it is- manifest from what has been said 
that ani/ one contmdlctory instance oveithrows a conjecture as 
to the Form” — “In the piocess of Exclusion are laid the foun- 
dations of true Induction, which howevei' is not completed till 
it arrives at an ailirmatlve. Nor is the exclusive part itself at 
all complete, nor hidced can it possibly he so at first. For ex- 
clusion is evidently the rejection of simple natures; and if we 
do not yet possess sound and true notions of simple natures, how 
can the process of exclusion be made accurate ? ” 

1 Aov, Org , BJe n , ^ Aor Oig , Blc. in, Ajilu 16. 

3 JAov Ouj , Booh ii , 18. 
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0, Bacon lias exemplified his process of Iiuliu'tkm by inves- 
tigatiiig.tlio Form of Heat. Our present task is to investigate 
the FoFvM of V^vlue. 

We must begin, following the examj»le of the mi,L'hty ^Master, 
by making a complete collection of instances of A^'nliie. ~\Fe 
liaie already seen that there are three dillerent species of Quan- 
tities, each of them containing maii}^ varieties, all lun'ing Yahu*. 
We must now enumerate ail the different kind>s of Quantities 
which have Value. 

There are — 

I. CoEPOKEAL, on Mateeial, Peopeett. — Under this spe- 
cies are comprised the following different varieties— 
Land: Trees: Cattle: Flocks and herds of all sorts: 
Corn and other fruits of the earth of all sorts : Houses : 
Furniture : Clothes : Money : Fish : Minerals, such as 
Coal, Iron, Copper, Marble, &c. : Precious stones, such 
as Diamonds, Rubies, Emeralds, &Of : Pearls : Manu- 
factured articles of all sorts, as watches, &c. 

II. Imviateeial Peopeety. — Under this species is com- 
prised Labour of all sorts — agricultural ; artizans’ ; 
professional : soientihe : literary, &o. 

HI, Incoepoeeal Peopeett. — Under this species ^ 
comprised the following varieties : — Credit : Tlie Public 
Funds : Debts of all sorts : Copyright : Patents : Shares 
in Commercial Companies: The Goodwill of a busi- 
ness: Tlie Practice of a profession: Tolls: Ferries: 
Ground Rents : and Annuities of all sorts. 

We have now to investigate the Form of Value of all tliese 
different Quantities. We must first of all, by a due and systema- 
tic course of rejections and exclusions, eliminate aU intrusive and 
accidental ideas which may sometimes accompanyValiie ; and after 
completing this process of exclusion, we must end by an Afiirma- 
tive, and discover that single general cause which is common to all 
those different Quantities ; which being present, Value is present ; 
which when it increases, Value increases: which when it decreases. 
Value decreases: and which being absent, Value is absent. 

In modern times when men began to speculate on this 
subject, the first and most popular doctrine Avas that Laboue is 
the Cause of Value. 



§ 6 , 7 .] 


THE CAUSE OF V.yLUE. 


305 


Tliiis Locke, after shewing that the foundation of the right of 
appropriating portions of the earth and its products by private 
persons originated in the labour they bestowed on them, 

Nor is it so strange as perhaps before consideration it iinglit 
appear, that the Property of Labour should be able to over- 
balance the community of land : for it is labour indeed that put 
the difterence of value on evcrytliing ; and let any one consider 
wliat the difference is between an acre of land planted with 
tobacco or sugar, sown with wlieat or barley, and an acre of tlie 
same land lying in common without any husbandry upon it, and 
he will find that the improvement of labour makes tlie far greater 
part of the value. I think it will be but a very modest compu- 
tation to say, that of the products of the earth useful to the life 
of man, nine-tenths are the effects of labour ; nay, if we will 
rightly estimate things as they come to our use, and cast up the 
several expenses about them, what in them is purely owing to 
nature, and what to labour, we sliall find tliat m most of them 
ninety-nine hundredths are wholly to be 2>iit on the account of 
labour. 

There cannot be a clearer demonstration of anything, than 
several nations of the Americans are of tliis^ who are rich in land, 
and poor in all the comforts of life ; whom nature having fur- 
nished as liberally as any other people, with the materials of 
plenty, i, e.^ a fruitful soil, aj^t to 2>roduce in abundance w]}at 
might serve for food, raiment, and delight: yet for want of im- 
proving it by labour, have not one hundredth part of the con- 
veniences we enjoy ; and a kuig of a large and fruitful territory 
there feeds, lodges, and is clad worse than a day labourer in 
England. 

To make this a little dearer, let us hut trace some of the 
ordinary |)rovisions of life through their several ])rogrcsses, 
before they come to our use, and see how niucli of their value 
they receive from human industry. Bread, wine, and cloth, are 
things of daily use, and great jdciity ; yet, notwithstanding, 
acorns, water, andlea^^es, or skins, must be our bread, drink, and 
clothing, did not labour fiirnisb us with these more useful com- 
modities ; for whatever bread is more than acorns, wine tlian 
water, and cloth or silk than leaves, skins, or moss, that is wholly 
owing to labour and industry ; the one of these being the food 
J Emty on Civil Gov&invient* 
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and raiment wMcli unassisted nalui’c fiirnidu\s ns nitli; llu* 
otlier, provisions wlueli onr industry and pr(‘]>anK for u^; 
■wliich, how nmcli they exceed the other in value, "when an\ one 
hath coFiipiited, he will then see how much lahour makes the lar 
greater part of the valne of things we enjoy in this woi \d , and 
the ground which produces the mateiials is scane to he rtH-koiunl 
in, as any or at most, but a very small part th* it ; so little that 
even amongst us, land that is left wholly to naluia^, that hath no 
improvement of pasturage, tillage, or planting, Is called, un in- 
deed it is, waste; and we shall find the benefit of it amount to 
little more than not! dug. 

An acre of land that bears here twenty busliels of wheat, 
and anotlier in America which, with the same husbandry, would 
do the like, are without doubt of the same natural iiitiinsic 
value ; but yet the benefit mankind receives from the one in a 
year is worth £5, and from the other possibly not worth a penny, 
if all the profit an Indian received from it were to be valued and 
sold here: at least I may truly say not one thousandth. It is 
labour, then, which puts the greatest part of the value ii})on land, 
without which it would scarcely be worth anything ; it is to that 
we owe the greatest part of all its useful products ; for all that 
the straw, bran, bread, of that acre of wheat is more worth than 
the imoduct of as good land which lies waste, is all the effect of 
labour; for it is not barely the ploughman’s pains, the reaper’s 
and the thresher’s toils, and the baker’s sweat, is to be counted 
into the bread we eat; the labour of those who broke the oxen, 
who digged and wrought the iron and stones, who felled and 
framed the timber employed about the plough, mill, oven, or any 
other utensils, which are a vast number, requisite to this corn, 
from its being seed to be sewn to its being made broad, must all 
be charged on the account of labour, and received as an effect of 
that; nature and the earth furnished only the almost worthless 
materials as in themselves- It would be a strange catalogue of 
things that industry provided and made use of about every loaf 
of bread before it came into our use, if we could trace them : iron, 
wood, leather, bark, timber, stone, bricks, coals, lime, cloth, 
dyeing, drugs, pitch, tar, niasts, ropes, and all the materials 
made use of in the ship that brought any of the commodities 
used by any of the workmen to any part of the work : all which 
it would be almost impossible, at least too long, to reckon up.” 
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We have given this passage at length because it is probably 
the most elaborate Economical analysis of price of its time * an<l 
tlie essay it is taken from is not the best known of Locke’s 
works. Tlie doctrine that all wealth is the produce of land and 
labour became very common among tlie early thinkers on 
Economics. We have seen that Smith constantly repeats the 
phrase^ although we have shewn his inconsislencies on the 
subject. 

Ricardo perceiving the inconsistency of Smith’s fimdamontal 
doctrines of Value, finally rejecte<l excliangeability as the test of 
Value, and adopted Labour as the Cause, or Form, of Value. — 

In s})cakiug,^ ho^vever, of labour as being the foundation of 
all value.” lie also says that if a commodity were always 
produced by exactly the same quantity of labour, it would be 
invariable in value. 

McCulloch also maintained that Labour is the cause of all 
value ^ Nature is not niggard nor parsimonious. Her rude 
products, powers, and capacities arc ail ofiered gratuitously to 
man. She neither demands nor receives an equivalent for her 
favours. An object which may be appropriated, or ada^ited, to 
our use witliout any voluntary labour on our part may be of the 
highest utility, hut as it is the free gift of nature, it is quite im- 
possible it can have the smallest 'eakteP Also — its natural 
state® matter is very rarely possessed of any immediate or direct 
utility, and is always destitute of value. It is only through the 
labour expended on its appropriation, and in fitting and prepar- 
ing it for being used, that matter requires exchangeable value, 
and becomes wealth.” 

Mr. Carey, the well known Ainexican Economist, has also 
adopted the doctrine that Labour is the cause of all valite^ to 
its fullest extent. He says^ — It may be said that labour is not 
invariably a cause of value ” and he quotes Senior, who says — 
^^Tlie fact that that circumstance (labour) is not essential to 
value, will be demonstrated if we can suppose a case in which 
value could exist without it. If, while carelessly lomigingalong 
the seashore, I were to pick up a pearl would it have no value ? 
Mr. McCulloch would answer that the value of the pearl was the 

I Pimeijiles of Political Economy^ cJi i., 1, 2. 

^ Int7 oduction to Wealth of Natwns^jp 32. ^ 

^ Princijdes of Political Economy^ ch 1 
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resBlt of my appro] >riativi‘ indn^^lry in .^to^ping to pit‘k it up.*’ 
To tills Mr. Carey answers — '^Pearls may be ibinal by wliu 
do not seek tliem, and meteoric iron may be ^(ill to tbu^e wlio 
little anticipate its receptioiij while olbers may M*ek for lu'arls, 
or dig for iron, without prolilable i^esults. These are m'cidaits 
wdiich do not in the slightest degree, militate against tlie 
tioE that all value is the result of labour. Xine liundiecl and 
ninety-nine out of every one thousand parts of those anmially 
created are so, and the exceptions are too slight to be descriing 
of consideration. They are lust siillicieBtly numerous to ])rove 
the rule ! ! ” 

In Chap. 9, Mr. Carey gives the results of his investigations, 
the first two of which are (1). That all value is exchangeable. 
(2). That Labour is the sole cause of value. 

We need not quote from any more waiters, as we think that 
it is well known that it is a very wide spread doctrine among 
Economical writers that Labour is the sole cause of Value, and 
is essential to Wealth. 

We have now to apply the principles of the Baconian Induc- 
tion, to investigate the doctrine that Labour is the Form, or 
Cause, or Source, of Value. 

8. Now we may lay down this Lemma: — That \f Lahoitr 
he the sole cause of Yalue^ then whatsoever thing Labour has 
been hestoioed upon must have Value. 

For if there be two things produced witli the same amount 
of Labour, and the one has Value and the otlier not; then there 
must be some other cause of Value besides Labour, wkich is 
contrary to the hypothesis. 

We will now examine some of the necessary consequences of 
the doctrine that Labour is the cause of all Yalae : — 

I. — All Yariatlons in Yalue must he due to Vcmatlons in 
Labour, 

This doctrine, however, is contrary to all experience : because 
there are many material things which have Value, upon wdiicli 
no Labour was ever bestowed, as for example 

1.— The space of ground upon which a city stands is in no 
way the result of Labour. Land in the heart of London has 
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often been >sokl at a rate exceeding £1^000,000 an acre^ perfectly 
exclusive of any buildings upon it. Wlien was aiiy Labour 
ever bestowed upon it ? Again, as we recede from tlie centre, 
tlie Value of Land rapidly diminishes. At Charing Cross it 
ma}’' be worth £100,000 an acre ; by the time we reach Kensing- 
ton, it has fallen to £10,000 an acre. Moreover land in the same 
locality is of very different values. A frontage in a main 
thoroughfare like Ilegciit Street, Fleet Street, Cheapside, or 
Coruhili, is of far more Value than an equal space of ground in 
a back street. 

Again, as the tide of fashion, population, and wealth sets 
towards a locality, the ground in it rises rapidly in value ; where- 
as when a neighbourhood is deserted by fashion and w^ealth, the 
ground rapidly diminishes in value. 

Now, how can these Variations in Value be due to different 
quantities of Labour, when, as we have seen, these spaces of 
ground are not in any way whatever the i esult of Labour at all ? 

The space of ground in the centre of London, Paris, Berlin, 
Vienna, c%c., has enormous value. There are places now desolate 
and lonely which were once the sites of great cities. When the 
chariots and the horsemen were pouring forth in countless multi- 
tudes from the hundred-gated Thebes, we may affirm that the 
ground in the city must have had very great value. So with 
Memphis, Nineveh, Babylon and innumerable others, Wliere is 
their value now? Yet the ground remains exactly as it was. 
When the future Belzoni or Layard comes from New Zealand to 
sketch the ruins of St. Paufs from a broken arch of London 
Bridge, will ground near the site of what was once the Royal 
Exchange sell for £70 the square yard? 

When a fair is held in a country town, persons pay a good 
rent for leave to erect booths and tents upon the common. At 
other times they would not pay anything; therefore the space 
of ground lias Value at one time, and not at another. How is 
the Value of that space due to Labour ? 

2. The doctrine that no natural product has Value unless 
labour has been bestowed upon it is contrary to all experience. 
The proprietor of a coal mine, or a stone quarry, demands and 
receives a price for the coal, or the marble, or the building 
stone, as it exists in tlie mine, or the quarry, before a human 
iieing has touched it. Does any one suppose that the proprietor 
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of a coal mine would lot any one lake away tke coals for nothiiux V 
Does any one suppose that the proprietors of the inarhlo (|in!rrios 
of Carrara allow any one to liew out the maihle for nothing? 
If a person fncls a diamond or a linn]) of gold by chance, will it 
sell for nothing before it is picked up ? Is it, as j^IcCuiluch sa} s, 
the Labour of picking it up that gives Yaliie to the diamond or 
the gold ? 

Take also the case of timber trees. In the Midland counties 
of England there are many oak trees which would sell for £60 
or £100 as they stand on the ground. They were ])erhaps self- 
sown. No human lieing perhaps ever bestowed so much labour 
upon them as to plant the acorn from which they grew. How 
is the value of such an oak tree due to labour? Near these oak 
trees there may perhaps be growing other trees, beeches, elms, 
ashes, of the same size; but they will sell for very different prices 
to the oaks. Are these variations in value due to different 
quantities of labour? 

Next take the case of cattle, herds, and docks of all sorts. 
These increase and multiply of themselves, by the agency of 
nature. How is their value the result of human labour? 

Hence we see that there arc abundance of material things 
which have value, upon which no Labour was ever bestowed, 
and consequently their value cannot be the result of Labour. 

In the island of XJnst, the most northemly of the Shetlands, 
there is a quarry of chromate of iron which was discovered 
a])Ove twenty years ago (1825). The quarry is of great depth 
the ore lying imbedded, apparently in abundance, in veins 
through the rock of which the hill is composed. The working 
of this mine gives emplo}'ment to upwards of fifty men and boys 
each summer, and many hundreds of tons of the metal are 
annually exported. It i>s used chiefly as a pigment, producing a line 
bright yellow paint : and as none is elsewhere found in Britain, 
it is a source of considerable revenue to the proprietors.” ^ 

Now if the whole value of this chromate of iron jvas due to 
the labour of the miners, that is, if it sold for no more than their 
wages, how could the proprietor realize any revenue from it? 
Hence it is quite clear that the proprietor was enabled to ask a 
price for it over and above the labour expended upon it; and 
this value cannot be due to Labour. 

i Clmmhen's Miscellany. Tuict Kolb,^ A Visit to Shetland 
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Some little time a large wbale was stranded in the Frith of 
Forth. It sold as it lay on the beach for £70. Now it was ilic free 
gift of natiiie, no liiinuin being touched it. How then could its 
value be due to Labour V 

We read in an interesting work by l^tr. BucklamU — When 
examining the cast-off skins at the Zoological Gardens we 
observed some whitedooking substance in a l^ox This is the 
dejecta of the snakes. It is a j^erfectly while substance, looking 
very like plaster of Paris, and is composed of nearly pure uric 
acid. It is bought by a doctor (I imagine a chemist) for the 
high price of nine shillings a-ponnd.” Now, were the excreta of 
the snakes the product of Human Labour ? 

II. ^ Xaboiir he the sole Cause of Value.^ then all things 
produced hy the same amount of Labour must be of equal 
Vcilue. 

But this doctrine is contrary to all experience. For if it were 
true, a diamond and the rubbish it is found in, must be of the 
same value ! So a pearl and its shell should be of equal value. 
If a sportsman were to shoot a pheasant with one barrel, and a 
crow with tlie other, they ought to have the same value. If a 
fisherman were to catch a salmon and a dogfish with the equal 
quantities of labour, would they have the same value? and simi- 
lar cases might be multi^died to any extent. Now here are 
different products obtained by exactly the same amount of 
labour, and of very manifestly different values. Hence it is 
clear that labour caimot be the sole cause of value. 

III. — If Labour be the Cause of Yedue^ the Ycdiie must be 
proqjortioncd to the Labour. 

But this doctrine is also contrary to the most manifest ex- 
perience. Suppose that by good luck a^gokl digger finds a nug- 
get of gold lying on the surface of the ground ; another digger 
works perhaps for many months and finds one exactly similaix 
Then, according to this doctrine, the latter nugget ought to be 
immensely more valuable than the other. Or suppose that some 
gold were brought from some diggings near the market, and 
that an exactly equal amount were obtained by enormous labour 
among mountains many hundreds of miles off. The latter is of 

i Cunositiss of Natumlllistonji ]). 161 . 
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course produced, L c., placed in the market, at an enormously 
gfijater aiiioimt of labour and cost than the other. But would 
it be more valuable ? The least e\]>erience slieus that it >\ould 
not be so, but that things of cKaetly the same (fiiahty woutl he 
eAuctiy the same value at the same time in the same market. 

IV.—Agaiii, if Jjabour he the sole Cause of YaJue^ a thi/a/ 
once 2^'i'odaced by Jjabour must ahoays have Yalue^ a) id the 
same Ycdue. 

But this is notoriously contrary to experience ; because it is 
notorious that a tiling may have value in one place and not in 
another ; and at one tune and not at another , as the author of 
the JJryxias very clearly shewed. 

Take a bag of sovereigns among the Papuans ; where would 
their value bo ? Genovesi quotes from an account of the Jesuits, 
how they bought provisions from the savages of Polavra/ and 
they wished to pay them with money : the barbarians laughed at 
them. They also held manufactures in no account. The thing 
which was most prized by them, and therefore the only one 
valued, was iron, which was u>seful for all their purposes of life, 
A Professor of Greek and Latin, or Mathematics, may find his 
ac<|uiiements of great value to him in the Universities, but of 
what value would they be to him in the Hebrides ? A great 
lawyer finds his knowledge and abilities of great value to him 
in London, but of what value would they be to him in Timbiic- 
too? Hay, suppose a man labours very hard in London to 
accpiire a profession such as Law; and no one employs him, 
where is the value of his Labour ? If a man had alf the medi- 
cal knowledge in the world, from Hippocrates and Galen to 
Copland, and no one was ill, what value would it be of to him ? 

In fact, to say that Labour is the Catm of Value, is lo say 
that an isolated thing can have Value: whereas almost every 
Economist has acknowledged that Value is relative, and can 
only occur in society. How if a man labours ever so hard, if 
nobody requires his products, they have no value, and he is no 
better off in the midst of London, than if he were in the midst 
of the Sahara. 

Moreover, if Labour be the sole cause of Value, then if a 
thing be once produced by means of any quantity of labour, its 
^ Luiom di Econonda Oinle^ part ii * c. 1, 7, 
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value could never vary; wLich is Ricardo’s expi*ess doctrine. 
Eiit Ibis is contrary to ail experience. For things after they 
have been produced, and all labour is ended upon tbein, con- 
stantly vaiy from hour to hour, from day to day, and from year 
to year. Thus pictures by some masters constantly rise in 
Value; and pictures by others frequently diminish in value, 
long after the masters who painted them are dead and gone. 
Now how could this be, if Labour be the Cause of Value? 

Notliing can shew more clearly that Labour is not the Cause 
of Value than the extravagant lengths to which Ricardo has 
pushed the theory, which however is only the consistent logical 
result of his doctrine. He says ^ “ The labour of a million of 

men in manufactures will always pi-oduce the same Value.” It 
is obvious that unless the manufactures sell for something they 
have no value at all. And it is contraiy to common sense to 
say that whether tlie manufactures sell for £100 or £10,000 they 
have exactly the same value. 

In the reign of George III., there was a very widespread fashion 
to wear steel shoe buckles : this manufacture employed a very 
large number of persons. Ail of a sudden these buckles went 
out of fashion ; the demand for them totally ceased ; and the peo- 
ple employed in making them were thrown into the greatest 
distress. But according to Ricardo, the labour of the men who 
made the buckles was exactly of the same Value when there 
was a very large Demand for them, and when there was no 
Demand for tliein at all! Not very long ago the fashion of 
ladies wearing straw bonnets went out, and the manufacturers 
of them at Luton, Dunstable, &c., were thrown into great distress. 
But according to Ricardo their labour was of the same value 
when there was a demand for straw bonnets, and when there 
was none ! 

At the end of the same chapter Ricardo propounds doctrines, 
more contraiy still, if possible, to universal experience and 
common sense, though the necessary logical consequence of his 
doctrine. He says — “ In contradiction to the opinion of Adam 
Smith, M. Say in the fourth chapter speaks of the value which 
is given to commodities by natural agents, such as the sun, the 
air, the pressure of the atmosphere, c%c., which are sometimes 
substituted for the labour of man and sometimes concur with 
^ rs tnaila of PohiiccJ Ecovomy^ ch. xx. 
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Mill ill producing. But llio-^e natural tliough tlicy add 

greatly to valne in a’kmir add i:xonANUEAia.n value to a 
commodity I And they (natural agent*-) are sen i(‘eahle to in 
by increasing the abundance of ]u*oductions, b\ malvniL* men 
richer, by a<lding to value in use; but as tlsey perform tluar 
work gratuitously, as nollung is ]>aid for the me of llie air, of 
heat, and of water, the assistance which they alibi'd us ndih 
7tothbig to Value m Meehan ge ! I 

Now when logical reasoning from certain premises leads to 
results which are notoriously false, and contrary to experience 
and fact, it is perfectly certain that those premises must be t‘rro« 
neous. Nothing more is required than the grotesque absurdity 
of the consequences which llicardo arrives at, which are the 
logical results of the doctidne that Labour is the sole cause of 
Value, to shew the utter fallacy of the doctrine. 

If a man plants an acorn, the full grown oak tree, according to 
Ricardo, ought to be of no more value than the acorn ; because 
human labour ends Avith the planting of the acorn, the rest is 
the agency of Nature. 

According to this doctrine, cattle and fowls ought to have no 
value at all, because no human labour eAmr made an animal, or 
ever laid an egg. 

According to Ricardo’s doctrine the value of the harvest rea])ed 
should be no greater than the cost of the seed corn and the 
ploughing and labouring the land ; because there human labour 
ends : the rest is the agency of nature. 

According to Ricardo’s doctrine the fertilizing showers in 
spring nourishing and expanding the young crops add nothing 
to the value of the harvest: therefore, also by the same doctrine, 
the want of a due amount of showers, or an absolute drought, 
would not detract from its value. 

Every one of common sense knows that the bright and Iiot 
Aveather at the end of July or the beginning of August, adds 
hundreds of thousands of pounds every day to the value of the 
crops ; according to Ricardo the bright sun adds nothing to the 
value of the corn. 

We might shew the absurd consequences of this doctrine at 
much greater length, but every reader who reflects upon the 
broad statement of Ricardo that the agency of nature adds no- 
tiling to the value of things, must at once perceive its gross 
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fallacy, and also tlio complete fallacy of the dogma that Lnhour 

Is the sole cause of Value. 

We eaDiiot, however, refrain from adding one more inslaiiee 
to give this doctrine its coup dc grace. Can any lational being 
doubt that the glorious vintages of France, Germany, and Italy, 
owe much of tlie qualities wliieh make tlieni de^ired, and so 
valuable, to the blight sun of these distncts? Now A<him 
Smith sa}s that wine might be grown in Scotland at thirty times 
the exjiense it is grovui in France ; according to Ricardo it 
ought to sell at thirty times the price of Fieiich wme. 

9, It is perfectly easy to perceive the fallacy that per- 
vades the eloquent and elaborate analysis of Locke, which has 
been folloAved by so many writers. It is jiorfectly true that 
labour has been bestowed on the laud; and it is also true 
that it has great value; but it is quite easy to see that the 
Lahour is not the Cause of the Value; for su})})Osc that the 
people of England were, like the Phocaians and Teians of old 
to emigrate in a body, wheie ‘would the value of the land ]>e? 
If there be a country in the world whose value might most 
plausibly be said to be due to labour, that country is IToliand. 

By nature a wide morass, in which oozy islands and savage 
forests were interspersed among lagoons and shallows; a dis- 
trict lying partly below the level of the ocean at its higlier tides, 
subject to constant overflow from the rivers, and to frequent and 
terrible inundations by the sea ” ' — there are probably not ten 
square miles of its surface which do not owe their existence as 
a habitable abode for men, to the incredible labour of its hardy 
people. And it 'was one of the richest spots on the face of the 
globe. Once when it seemed that the very last hour of the Re- 
public had come ; surrounded and overwhelmed by tlie forces of 
Louis XIV., it was seriously contemplated to collect the whole 
navy of the Republic, and to transport the whole people of the 
state to their Oriental possessions. Where then ■would have becii 
the value of the laud if this desperate resolve had been carried 
into effect? 

Now, if Labour be the Cause of the value of the land, it is 
clear that if a sufficient number of persons -were to go and 
bestow an equal amount of labour in bringing the same quantity 

^ 21<jtlaj. Misc of the Dutch IiC'j^uhUc, 
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of hii<l in tlu* crntiH' r>f An-^tnilia into an t-4iinlly bi‘4h stat<» of 
ntion, it taiLtl'l to iH|nal \aluo with the Inal ni 

England or Holland, a result In initlontly ah'^urd, 

LtiUoiin*rs and ;n titans Inilld m Lf>udon, Fari<, fuTliiij 

Yieiina^ ifce. Hho houxt'-, are wealth in the^e eities; hut- 

if the >anie hd)our(n> ere to out and huihl housi*-,, in all 
res|H‘cts similar in the middle of Australia, would they be ut‘ the 
saiiiCj or of any^ value ? 

10, Hence we «ee that even of material thina=^ there are 
many upon which no labour was ever bestowed, and which y('t 
have value; and even if those which have liad labour ])esto\^'e<I 
on them. Labour is not the Fonw, or Cause, of their value. 

ISTow, with respect to the second species of Economic (iuaii- 
tities, namely, Immaterial Property, which comprehends all 
species of Labour, as above detailed, one simple remark is 
Biifiicieiit — If LahoiiT is the sole Cause of Value, lohat is the 
Cause of the value of Labour ? 

11. With respect to the third species of Economic Qiianities, 
namely Incorporeal Property, there are some kinds which are 
associated with labour, such as Coppdghts, Patents, the Good- 
will of a business, or the Practice of a Profession; but the 
same remark applies to them as to the material objects with 
which la])our is associated: that it cannot be the Cause of their 
Value. If a person bestows an enormous quantity of labour 
in publishing a work, the law of course may give Mm the 
Copyright, but if no one will buy the work, where is its Value? 
So also of Patents : much labour may have been bestowed in 
perfecting the invention, but if no one buys the machine where 
is its Value? 

But there are vast amounts of Incorporeal Property, as there 
of Corporeal Property, which have value, whicli are not asso- 
ciated with labour at all. Thus Credit of all sorts is not in 
any way associated with labour. If a solvent merchant accept a 
Bill of Exchange, or a solvent Bank issue notes, this commercial 
paper has Value, and is the subject of commerce, as all Econo- 
mists admit, but where is the Labour bestowed upon it? Now 
the quantity of Credit in this country exceeds all imagination. 
There is no doubt whatever that the quantity of private and 
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public Credit in this country not only exceeds any oilier single^ 
kind of Property wbateverj but is not far ofi‘ from being eipiai 
to all other kinds of property put together. 

Hence we see — 

1. That there are vast quantities of Property, both Corporeal 
and Incorporeal, which have Value, upon which no Labour was 
ever bestowed. 

2. That quantities, both Corporeal and Incorporeal, may be 
produced by Labour which have no Value. 

S. Tliat the same quantity of Labour may produce products, 
one of which has Value, and the other no Value. 

4. That quantities produced by varying quantities of Labour 
have the same Value. 

5. That things produced by Labour may have Value in some 
places and not in other places ; and at some times and not at 
other times. 

G. That things produced by less Labour may have greater 
Value than things produced by more Labour. 

From these indisputable propositions, the result of practical 
experience, the undeniable inference is that Labour is not in any 
whatever the Fokm, or the Cause, of Value ; or even necessary 
to Value ; and, in fact, in this commercial country the enormously 
greater proportion of Valuable Property is not the result of 
Labour at all. 

It only happens that in a great many cases labour is associated 
with Value, or is the Accident of Value — and how it is so will 
be a matter for subsequent inquiry. 

12. Now by the laws of Inductive Philosophy if we could 
find a single case of Value which was not the result of Labour, 
that single instance would alone be sufficient to overthrow the 
doctrine that Labour is the solo Cause of Value. But instead 
of one instance, we have adduced multitudes of cases. We 
have shevm that the greater portion of valuable property is not 
even associated with labour at all. 

In short, there never was any doctrine in science which has 
received such a crushing and overwhelming overthrow, as that 
Labour is the Cause of Value : and hence wo see that that sys- 
tem of Economics which founds its ideas of Wealth and Value 
on Labour is utterly fallacious. 
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ir>. The pertinacity Mitli which sonn* wiilcrs maintain 
that all valuo Is due to Labour, contrar\ to the e\i«k‘ncc csf the 
most glaring facts, 3s a stnmg and '-inking instance (d* l>nt‘nn\ 
Aphorism* — ‘‘Tim liiimaii nnderstandiiig when it ha^ once 
adopted an opiiiioii (either as l^eing the received o])ini(>ii or as 
being agreeable to itself) draws all things eKe to su]>])ort and 
agree with it. And though there be a gi eater imnduu’ and 
wxdght of instances to be found on the other side, vet these it 
either neglects and despises, or else liy some distinction sets 
aside and rejects ; in order that ])y this great and pernuaous 
predetermination the authority of its foiiner eonclusimis may 
roman i inviolate . . . But with far more subtlety does tins 

mischief insinuate itself into philosophy and tlie sciences : in 
which the first conclusion colours and brings into conformity 
with itself all that come after, though far sounder and better. 
Besides independently of that delight and vanity which I have 
described, it is the peculiar and perpetual error of the human 
intellect to be more moved and excited by afiinnaiions than by 
negatives; whereas it ought properly to hold itself indifferently 
disposed towards both alike. Indeed in the establishment of 
any true axiom the negative instance is the more forcible of the 
two.” 

14. Ill considering the preceding table or enumeration of 
Quantities which have Value we observe that the whole class 
of Immaterial Quantities and the whole class of Incorpoieai 
Quantities have Value, but not Materiality. Hence we see 
evidently that Materiality is not necessary to Value, it is only 
accidentally associated with it in some cases. 

15. So also we observe that some things which have Value 
may last for ever, like the land, statues, gems, &c.: other things 
may last a very long time, like pictures, houses, &c.; others 
have a constantly diminishing degree of permanence, or dura- 
bility, others have only a very short degree of permanence, such 
as food of various sorts: while others, such as theatrical per- 
formances, and labour of ah sorts perish in the actual production. 
How among Bacon’s Prerogative Instances, he expressly mentions 
Imtanees of UUimity or lAmit, and says,* nor should extremes 

^ Not?. Org,^ JBooh i., 46 s Noi?. (h^g., Bmh ii., Apli U 
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in tlie lowest degree be less notice<l than O'ctremes in llie 
This is the doctrine of the the X(no of Conti nii/fy\i]\ik!‘]\ ‘-•ays that 
which is true up to tlie limit is true nt tlie Innit, so things of 
Value are to be included in 'SAliich tlie durability is 0^ or which 
])erish in the very act of pi eduction. Hence wc see tliat Pew 
iiianencCj or Dural iility, is not necessary to Vtilugs it is only the 
accident of Value. 

IG. J. B. Say saw that the doctrine that all Value arises from 
labour is untenalile, and he placed the Origin, or Source, of 
Value in Utility ; although he has involved himself in many self- 
contradictions, as we sliall have to show hereafter. 

The doctrine thatUxiLiTv is the Source, Origin, or Cause of 
Value, is in some respects more specious than that Labour is the 
cause of Value : because there are many useful tilings, like land, 
trees, cattle, &c., which are not the result of Labour at all. But 
yet retiection will shew that it is liable to the same fatal ohjec- 
tions as that Labour is the cause of value. For it makes Value 
some quality of the thing itself, absolute and inherent, as Say 
says^ — Sans que leur utilite, leur valeur intrinseque soit ]diis 
grande.” — Sa valeur reelle fondee sur son utilite,” and there- 
fore of course its value cannot vary so long as the quality 
remains the same. 

Many of the arguments which prove that Labour is not the 
Form, or the Cause, of Value are obviously applicable to the 
doctrine that Utility is tlie Form of Value. 

Tim doctrine that Utility is the cause of Value is more 
specious in this respect : that for a thing to he useful, it must 
be useful to some person. But tlien there is this fatal defect in 
the doctrine, that while the qualities of the thing itself remain 
exactly the same, the same thing may be useful at some times 
and not at others; and in some places and not in others; and 
to some persons and not to others. Thus some people smoke, 
others cannot endure tobacco; among a nation of smokers 
a cargo of tobacco would have value; among a nation of 
non-smokers it would have no value. Among a nation of 
wine drinkers the rich vintages of Prance and Germany 
have great value; but among Mahommedans who obeyed 
the precepts of their prophet, or a nation of teetotallers, these 
J 58, 59. 
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products would have no value. In the pro'^ent ^tate of 
cannon and military aecoiitreinents niul IrotudaK luive at 
value; but if the wlioie woild were to ado]>t the piinciples td’ 
the Sow'ety of Fiicnd'^^ the<e engines of u ar uoiild hav(‘ no 
value. A tureen full of train oil vould be a great d(‘liea(} aiid 
highly prized q^nong the Esquimaux, but it wmild probable not. 
have the same value at the Lord Mayor's dinner. So many 
nations esteem as delicacies what other nations loathe and 
abhor. 

Again many things may be highly useful and remain the same, 
and have a great value, wlien some belter thing of the same nature 
comes out, and diminishes or destroys the value of the iirst 
things. Tims our sailing line of battle ships were considered the 
very acme of perfection. But steam came in, and in a short 
time the old sailing liners were of no more value tlian so niutdi 
wood and iron. Our screw line of battle ships were then lield to 
be the very nephis iilt7m of invention; no one dreamed that any 
thing could go beyond them : but in a very short time anotlier 
revolution took place, and ironclads superseded the screw liners; 
and the latter shared the fate which they had brought on the 
sailing ships. So railroads destroyed the value of coaching 
property : one book destroys the value of another : one invention 
destroys the value of another. 

So the same thing is of use in one place and not in another. 
An eight-oared outrigger is a very useful and valuable tiling on 
the Thames; but of wliat use, or value, would it be in the Saliara? 

So however useful a thing it may be in itself, an excess of 
quantity may deprive it of value. Thus the common illustration 
of water. ISTothing is more necessary and useful, but its exces- 
sive quantity deprives it of value. Corn is also most necessary, 
but it has often happened in agiicultural countries which had no 
means of communication with others, that an excessive quantity 
of corn has been produced in some years, and has rotted in the 
ground for want of some people to eat it. So cattle and sheep 
are in themselves very useful things for human support, but in 
the Pampas of South America, and in Australia, in former times, 
they multiplied so far beyond the powers of the people to con- 
sume them that the cattle were of no value beyond that of their 
hides, and the sheep of no value except to boil down into tallow. 

It has long ago been observed that many things of no utility 
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Iiave enormous ALil lie ; ami imleeT iusLiuc(‘M of tins are so ini 
ittCTOUs anil have been so often ^juotetl, that it Is r|uite Mij)ernuons 
to cite them. Aiul imleeJ it would be ilificalt to say whal 
the “Utility” Is of a very large poition of tlnngs that h;ne 
value. 

A very little reflection will shew that utility^ is so vague an 
expiession that it eaimot be made tlie ba>is of value. But tla-re 
are also a great many things which have value, to Mhieh it would 
be a great debasement of the word utility to apply it to them at 
all. The depraved tastes and licentiouvS appetites of too large 
a portion of mankind confer a Value upon things of tlie most 
noxious and mischievous nature. In iormcr times theie A\as 
undoiibtedlyj and even now there would be, unless siip}uos<e<l by 
the stern rigour of the law, a large sale for low and licentious 
literature and pictures. .It is impossible to deny that such 
things have ATxlue, and are Wealtlgas long as there is a sale for 
them, as much as the most excellent things : but would any one 
debase the word utility by a})plying it to tiieiu? And yet while 
such masses of abomination meet a ready and large sale, no 
Economist can refuse to class them as wealth. 

Value, then, like Colour and Sound, exists only in Ihe Human 
Mind. There is neither Colour, nor Sound, nor Value in nature. 
To say that a thing is useful is cnlircdy the result of a certain 
state of mind. Dugald Stewart has some very pertinent remarks 
on a similar subject ' — “ To this reference of tlie sensation of 
colour to tlie external object, I can tbink of nolliing so analogous 
as the feelings we experience m surveying a library of buoks, 
AVe speak of the \ohimes piled up on its shelves, as iret^sares or 
magazines of the knowledge of x^ast ages; and contemplate 
them witli gratitude and reverence, as inexhaustible sources of 
instruction and delight to tlie mind. Even in looking at a page 
of x^rint, or of mamiscrix.>t- wo are apt to say, that the ideas we 
acquire are received by tb e sense of sight ; and we are scarcely 
con>scioiis of a meta}>hor, when we employ this language. On 
such occasions we seldom recollect, that nothing is ])erceive<l by 
the eye but a multitude of blaoJc strokes drawn tqyon white paper ^ 
and that it is our own acquired habits which communicate to 
these strokes the whole of that significancy wfliereby they are 

^ First Prehmnari/ JDisseriation to tlie Encijclopcedia Bniunnkc^ p. 66, 

Miyliili Edition. 
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cli'^tingsii.shoil from the niiniefin'nig senuvliiig tif an infant or a 

ehangi^lifiLC. The knowledge wlueli we eoneeue in Ik- pn‘S(‘rve4 
ill l>ook‘<5 like the iiagiaiu'e of a ro'^e, or tlu* uihliiig of iLo 
clouds, (lepentN loi its evi'^tcaua* (>ii the nhifhnf helwei’n the 
oiijECr and the PhTR’llTICXT and the onl\ diihaeitee 

hetwei'ii the two ea^'O^ n, that in the one, this leliiuon is the 
local and teniporar} eillct of conventional hahils; in llu* othei 3 
it is the universal and niiehangeahlc waak of nature. The art 
of printing it is to lie hoped will in futnie render the former 
relation, as wwll as the latter, coeval (s/c, eocH|nal?) with our 
species; hut in the ]>ast history of mankind, it is impos>ihle to 
say how otten it may have been dissohed. What \estiges can 
now be traced of those scientific attainments which, in early 
times, dretv to Egypt, from every part of the civilized wmrld, all 
those who were anxious to be initiated in the imsteries of 
philosophy ? The symbols wdiich still remain in that celebrated 
country, inscribed on eternal momiments have long lost the 
correspondent mikbs wdihdi reflected upon them their owm 
intellectual attributes. Tp us they are useless and silent, and 
serve only to attest the existence of arts of wdiich it is impos- 
sible to unriddle the nature and the objet ts.^ 

“ Variis nunc sculpta figuris 
Marmora trnnca tamen vistinlur, miitaque nobis 
Signa lepertorum tuimur, ceciclerc repeita 

Wiiat has now- been remarked wuth respect to imvtten cha- 
racters may be extended very nearly to oral language. When 
W’e listen to the discouise of a public speaker, eloquence and 
persuasion seem to issue from his lips; and w^e are little awuare, 
that we ourselves infuse the soul into every w’ord that he utters. 
The case is exactly the same w^hen we enjoy tlie conversation of 
a friend. We ascribe the charm entirely to his voice and 
accents ; but without our co-operation its potency wmuld vanish. 
How very small the comparative proportion is which in such 
cases the words spoken contribute to the intellectual and moral 
effect, I have elsewhere endeavoured to sliew^” 

Similar remarks apply very strongly to the ww>rd Utility. 

1 It IS scarcely necessaiy to remind onr readeis that smcc Stonart 'wrote this, a 
series of illiistrioiis men, begmmng with Young and Champollion, have mindrUed 
the nature and objects of these mysteuous s^mhols , and thus the pcu'qnenf nunds 
are again brought into relation with the^^e &igns which aie now no longer silent and 
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Wliether an object bas utility depends entirely on tlie habits 
of feeling and the mJndof the person 'vuth whom it is 

brought into relation. While things remain in all re^ipeets the 
same, the fashion or desire for them change^. Things rise am] 
fall in value, without undergoing any change in theniselves — the 
change is in the onind of the public. It is according to the state 
of the percipient mind that Value is she<l upon, or dies olffrom, 
any object, Locke, in tbe same essay in which lie ascribes the 
value of land to labour, says, § 4G — “ Gold, silver and clianionds 
are things that fancy or agiecment hath put the value on more 
than real use, and the necessary support of life.” Also — The 
invention of money and the tacit agreement of men to ])ut a 
%"alue on it,” Xow it is contrary to true science to make 
Labour the cause of Value in some cases, ami fanc}^ or agree- 
ment, in others. That destroys the general Hi/ of the science. 
We must search for some single cause, which is the cause in 
all cases whatever. 

17. Seeing, then, that Labour and Utility altogether fail to 
stand the test of being the Cause of Value, ^ what remains ? The 
only thing which ancient wwiters, Aristotle, the author of tlie 
Eryxias^ and the Homan Lawyers ; in modern times, the Physio 
crates, Smith, Condillac, Whately, Bastiat, J. B. Say, ami many 
others Iiave observed — ExcnANGEAxiiLiTY. And what does 
exchangeability depend upon? If I ofier something for sale, 
what is necessary in order that it may be sold? Siuipl} that 
some one else should Demand it. Aristotle said long ago that 
it is Demand, that binds society together. 

Here it is cpiite clear that ive have now got tlie true Source, 
or Origin, or Cause of Value. It is Demand. Value is not a 
quality of an object, but an affection of the mind. The sole 
Origin, Source, or Cause, of Value is Human Demee. When 
there is a Demand for things, they have Value: wdien the 
Demand increases (the Supply being supposed the same), the 
Value increases; Avhen the Demand decreases, the Value de- 
creases: and when the Demand altogether ceases, then Value 
is altogether gone. 

It is Demand w^hich discriminates between the diamond and 
the Tiibhish, the pearl and the shell. It is because some people 
demand cigars, that among them cigars lijne value: and because 
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otlier people ilo nuf Jeinnnd lluiip xhui auvnv^ 
woiilil have iiu \nlne. 

It is tlie iniei]‘'Uy of Deinaiel ^^hieh Mieii teMTiUou- 

Taliie on llie pr<Mijnl in tiie heini u\' Londni ; ainl Ihe 
diniiihsliin^ i](nnrjul nhieh makes land Mduahlo ns the dm 
tanee iioui tlu* (‘entie inemmes 

"^Vhat is it llial paves value to the ]>rodrtce oi' I he !aniie» ' 
Jt is the deinaiid ol' the peo]>le for thod and (*lotlnne, aial their 
readhiess to giv(^ something in exchange ibr itm ]>r»<dnct^. If it 
were possible to imagine thud ihe ]>eo]>ie should eeime in rmpiiiV' 
food and clothing; or shoidd the} change tlalr ta'^tes, ami 
require such food and clothing as could not he produced n: 
Enghmdj then the value of the land mmhl iniinediately die olf; 
unless the products were exported to exchange for the products 
of other coiintiies* 

It is perfectly clear, therefore, that though ranch labour has 
been bestowed on the land, and tlie land has great value, that 
Labour is not the Cause of the Value of the Land. But raeuy 
knowing that people will want food and clothing, invest their 
money, and bestow their labour, upon the land to produce some- 
thing iliat is wanted by men. They sow corn and rear cattle^ 
because they expect that there will be a permanent demand for 
such products. But if the people were to become vegetarians^ 
where would the value of tlie cattle and hocks be ? 

So in the same way it is the wants and desires of men that 
cause others to invest their money and labour in any pursuit 
whatever, and which gives value to that product. 

So men invest their labour and money in acquiring a knowledge 
o-f Law, because tliey expect that legal differences will arise 
among men, and that such services will be wanted; but if the} 
obtain no employmentj, their labour has no value. 

So other men invest their labour and money in acquiring a 
knowledge of medicine and surgery, because they expect that 
men will be assailed by diseases, and exposed to accidents, and 
require their services; but if there were no diseases and no acci- 
dents, where wmuld the value of their labour be ? 

And the same thing is true of each of the professions in 
succession: men devote their labour to acquire a knowledge of 
architecture, painting, sculpture, civil engineering, ^fec., because 
they expect that other men will want and be willing to pay for 
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siieb services^ Ills tlie demand of the comimmity, and that only^ 
which confers value on them. And if the demand of tiio piihlic 
were to cease, tlie ^vliole value of the labour of those had 
devoted themselves to their acquisition would be lost. 

The value of the land solely arises, as avc have seen, from tlie 
demand of men for its products. And as this demand by the 
very physical constitution of men is permanent, the hind is a 
source from v/hich an annual revenue springs: and the value of 
an estate in land is found by finding the present value of all the 
annual revenue for ever according to certain rules. 

But this conco|)tion may be generalized. And we may affirm 
tsliat if men require any service continiioiisly, and will ]>ay to 
obtain it, the annual revenue, or the sum paid aiiuiiahy to obtain 
tliese services, may bo capitalized, and form a great estate. 

Thus the desire, or demand, of men for Law, for Medicine, 
for Engineering, for the Military and Ka\al Services, and for 
Art and Literature, for professions and trades of ail sorts, con- 
stitute each of them a great estate, all deriving their value from 
one great common piinciple — tlie wants of mankind, and their 
willingness to pay for tlieir products. And as it is this desire, 
or demand, which calls them into existence, and oonfers value 
on them, so a cessation of this desire, and the cessation of the 
willingness to pay for their products, would immediately annihi- 
late their value. 

If men ceased to care for art of all sorts and literature, the 
whole literary and artistic estates would immediately cease to 
exist. If men inaugurated the reign of univeisal peace, those 
great estates, the military and naval professions, would immedi- 
ately cease to exist. Dining the reign of George III., the 
fashion for bobwigs and steel shoe buckles suddenly ceased. 
Those trades were immediately dissolved, all the capital invested 
in them was suddenly dissipated, causing dire distress. And 
the very same thing is true of all trades and manufactures of 
all sorts. It is the demand for their products which gives them 
value, and constitutes them capital. Hence every new want and 
every new desire of men calls into existence, and creates, new 
capital: every change of fasliion, every extinction of a want or 
desire, extinguishes capital. 

And each of these great estates, the land and material pro- 
ducts ; the law : medicine ; art and literature ; scientific, trading. 
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and nianiifaetnring, kn(n\dcMig-e ; is and inhurit- 

able. No doubt they are tinnsmitted in dilFerent \uu's, but i-tUt 
the general prineiple true. In eaidi of the ine<u*porea! 
es])GcialIy the proles.sions, or trades, in luuiiutaciures, tiiere are 
accumulated hoards of ]vno\\ ledge, which areaiigniented by each 
succeeding generation and traiibinitted just as much as maieriai 
products ana are Wealth, or Economic Quantities, just as 
much ns material products, and will continue to bo so, so long 
as men continue to want and to pay for them. 

And the money and labour men spend in aeijuiring their 
knowledge, and cultivating their skill in a useful profession, is iu^ 
all respects, Capital, just as much as money and labour expended 
in tilling the ground, or invested in any material product ; as we 
have already shewn is admitted by Smith to be so, although the 
contrary is generally supposed. 

We have already seen how erroneous the doctrine is that 
Xabour is the Cause of Value. It is perfectly evident that it 
is Value, or Demand.^ which is the Cause of or Biducemmit to^ 
Xabour. 

The tribunes of the Commons enunciated the true doctrine 
long ago^ — Eo impendi laborem ac periculum . . . inagna 

prsemia proponantur.” 

Boisguillebert saw this most clearly: he says^ ^^Consumption 
{Co7isommatio7iy or Demand) is the principle of all Wealth ” — 

All the revenues, or rather all the riches in the world, both of 
a prince and his subjects, only consist in consumption (co7isom- 
mationj; all the most exquisite fruits of the earth, and the most 
precious products, would be nothing but rubbish, if they were 
not consumed { Go^isommes, Demanded). This it is which makes 
the most fruitful countries which are not inhabited, and conse- 
quently not cultivated, on account of the small number of men, 
to be almost entirely useless to their prince. Also, if although 
these countries are filled with subjects fit to give value to the 
gifts of nature, it is their interest to consume {consom^ner^ de- 
mand) nothing ; or if they are not in a position to do so, neither the 
country nor the prince are richer than if they had ever so little.” 

So again ® he shews that the increase of national revenue is 

' Bh IV., ck S5. s ^Factum d& la France, cJi, 5. 

® Le Detail de la France, c, 19. 
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proportional, not to tlie increase of tlie smii of money, ])ut to the 
progress of consumption [consoui)n(ftl<)/'i^ (lenian<!). 

So Iliinio says^ — ‘‘Our passions (desires, or Oeinancl), are the 
causes of Labour.” 

The Italian Economists are very clear and consistent in shewing 
that Imnian wants and desires are the causes of all Value. 
Genovesi' cleaily points out tliat the words used indiscriiniinitely, 
prezzo^ pregiOj siima^ valuta^ valor are words of relation and 
not absolute, and that they are not applied to intrinsic {jualities. 
That, though money is the apiiarent or proximate measure, the 
ultimate measure to which not only tilings, but tlieir price, is 
referied is man himself, h^'othing has %alue wheie there are no 
men, and the very things whicli have a low piice where men arc 
fewg have a very high price whcie there aie many }>eo])le. And 
this is the reason why things and sen ices liave a much higher 
pi ice in the capital than in distant provinces. 

Men however do not give value to things or services, unless 
they want them. Hence our wants are the lirst source of the 
value of all things, and price is the power to satisfy our wants. 
The wants of men are ot three kinds; those of pine necessity: 
those of pleasure: and those of luxury.” Geiiovesi then traces 
the origin of these wauls or demands. He says that nollimg has 
value except in relation to these wants; and tlie value of things 
is proportional to the power it has to satisfy our wants. GenovcNi 
then shews how prices arc always determined by Supply and 
Demand: and, after investigating this with great aliility, he 
concludes by saying (1) The wants of men ai e the iirst sum cc of 
the value of everything, and all labour. (2) The }>rice of the 
same thing as corn, oil, &c., is always in the ratio of the dc'sire 
and the quality directly, and the supply inversely. And then 
he says Yalm Is the child of Demand. 

So Beccaria says^ — '‘Value is a substance which measures the 
estimation in which men hold things.” 

So Vend ^ shews that it is the xvants of man wiiieh give rise 
to commerce, and as their ideas and wants increase so does com- 
merce increase. ETations whicli increase their wants increase 
their power and their happiness. Desire, or demand, incites man 

I Essay on Comnmee, 2 Eezio/ii di Economia Civih^ part 11 , rti L 

3 Eel diSordi?ie, e de' rimedj, delle moncte, nello stato di IliJano 
^ Meditauom suJla Economia PohUca. 
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to comaierce. Commerce requires clemaipl an<l 
desire for the merchaiKlize sought, and almtiiiance to guc in 
exchange for it ; and as a nation progresses from the few and 
simple wants of the savage state to new wants and niHA’S'^ities, it 
must proportionally increase its annual production, so that it may 
have enough beyond its annual consumption to purchase ihreign 
goods. They then require something to ascertain the equality 
between -what they give and what they receive. Value is a 
W'ord which denotes the estimation which men make of a thing. 
Verri also shows that all variations in price proceed from varia- 
tions in supply and demand. 

We have already shewn that the Physiocrates made all Value 
proceed, or arise, from Demand : and they shewed that things 
which remained without demand (eonsommation) were without 
value. 

Condillac is also very clear and explicit on this subject. He 
says^ — This esteem is what is called Value” — Since the 
value of things is founded on the want of them, or the demand, 
it is natural that a want more strongly felt gives things a greater 
value : and a want less felt gives them less value. The value of 
things increases with their scarcity, and decreases wit^i thek 
abundance. It may even, on account of this abundance, decrease 
to nothing, A superfluity for example will be withouf value, 
whenever we can make no use of it. 

It is therefore carefully to be observed that valueadoes not de- 
pend upon the absolute qualities of anything^ Water is an ab- 
solute necessary, but we only require a certain amount of it. 
More than this certain quantity is t>f no use, and therefore of no 
value. So it has often happened that in agricultural countries 
the crops have been extraordinarily abundant, much more than 
sufficient to supply the people, but from want of means of com- 
munication, they were unable to exchange them away for some- 
thing else, and so they have lain and rotted on the ground. In 
these cases the quality of the corn was exactly the same, one 
portion was the result of labour as much as the other, but it was 
not required, and therefore it was not wealth. In a similar way 
the cattle introduced by Europeans into the Pampas multiplied 
so enormously, that the scanty population could not consume 
them, and they had no value except for their hides. In 

^ Lc Oommixe et le Qotiixrmmenl^ ch, 1. 
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Australia, some years ago, sheep iucreaseil so much heyoiul iho 
(lemaod for them, that they were of no value ex(*e]^t to boil 
down into tallow. But lately they have discovered a metliod 
of preserving beef and mutton in tins so as to be able to he 
exported to England. Tims, these lloeks will now acquire an 
immense \ aluo, and become a source of boundless wealth to the 
Australians, by being exported to England and purchasing all 
sorts of things they may require in England. 

Condillac then observes — “ A tiling has not value because it 
has cost much, as is commonly said; but pco])le bestorv expense 
on it because it has Value,” L e,, there is a demand for it. — But 
some have been led to regard Value as an absolute quality, 
which is inherent in things indepondently of the opinion we have, 
and this confused notion is a source of bad reasoning. We must 
remember that though things have only a value because they 
have qualities which make them useful to us, they have no value 
for us, if we do not know that they ])Ossess these qualities.”- — 

As soon as we want a thing it has value, and only for that 
reason.” Condillac tlien sliews how that wliicli was not wealth 
becomes wealth by exchange: and how the wants of mankind 
as they increase give rise to the arts, and how the arts increase, 
the mass of wealth. 

18 . We have seen that even Smith, who is commonly supposed 
to have founded all his ideas of Wealth and Value upon Labour, 
says that if the product is not exchangeable it is not wealth : 
which shews that, after all, he made exchangeability the real 
test of Value, IsTow it is evident that the exchangeability of two 
products can only proceed from reciiwocal Demand. 

Smith, who in the commencement of his work filled his readers’ 
minds with the notion that Labour is the cause of value, has In 
one passage seen that the truth is just the opposite. Speaking 
of the vine, ^ he observes that it is more aflected by the diffei^ 
enoe of soils than any other fruit tree. From some it derives a 
flavour which no culture or management can equal, it is supposed 
on aiy other. This flavour, real or imaginary, is sometimes 
peculiar to the produce of a few vineyards : sometimes it extends 
through the greater part of a large province. The whole quan- 
tity of such wine that is brought to market falls short of the 

^ Booh i ^ch.n 
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effectual demand, or the demand of those who would be willing 
to pay the whole rent, proiit, and wages iieet‘ssary for preparing 
and bringing them thitlier, according to the ordinary lale at 
which they are paid in common \ineyards. The ^Uiole <|uuiitity 
therefore can be disposed of to those who are '\\'iirmg to pay 
more; which necessarily raises the price above that of comnion 
wine. The difference is greater or less, according as the fashioii- 
ableness or scarcity of the wine render the competition of the 
buyers more or less eager. Whatever it be, the greater part of 
it goes to the rent of the landlord. For though such vtueyanh 
arc in general more carefully euUivateil than most others^ the 
high price of the id^ne seems to be^ not so much the ejfect^ cts the 
cause of this careful cultivation.'''* 

Now it is easy to see that this last sentence is entirely antago- 
nistic to the whole of the rest of the system of Smith and 
Ricardo, and both doctrines cannot be true. In their general 
system they make it appear that Labour is the cause of Value: 
but here Smith has seen and acknowledged that it is Value which 
is the inducement to Labour. Now it is no more possible in 
Economics to adopt one of these doctrines to explain some phe- 
nomena, and to adopt the other doctrine to explain other pheno- 
mena, than it is in astronomy to explain some phenomena by the 
Ptolemaic hypothesis, and other phenomena by the Copernican: 
or in optics to explain some phenomena by the Corpuscular 
hypothesis, and other phenomena by the Wave theory. One or 
other doctrine must be universally true. It is perfectly clear 
that the latter doctrine is the true one, and the rest of system 
is fallacious. 

So ‘ Whately says ^ In this as in so many other points in 
Political Economy, men are prone to confound ccmse and effect. 
It is not that pearls fetch a high price because men have dived 
for them ; but, on the contrary, men dive for them because they 
fetch a high price.” 

So also J, B. Say, who adopts the doctrine that Utility is the 
basis of Talue says^ — ‘^Riches caji only be valiied by an ex- 
change^ by means of which their value is stated” — You see 
that wealth does not depend on the species of the things or on 
their physical nature, but on a Moe'al quality which every one 

^ Lectitreb on Political Ecommy, 

* Ooim,, j)art i., cli. 1 
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calls ibeir value.” And lie also says ^ Value is purely a Moral 
quality, and appears to depend on tlie fugitive and changiMble 
will of men.” And he elsewhere says that Demand is the first 
foundation of all value. Mow it is strange indeed that so able a 
writer could not see the incongruity in making Value to be, in 
one place, the qualities of an object, and in others, a moral 
quality of the mind. 

So also Bastiat places the source of Value entirely in the mind. 
He says ^ “ Exchange does more than state and measure values, 

it gives them existence ” — The idea of Value came into the 
world the first time a man said to his brother : Do this for me, 
I will do that for you: they agreed upon it: because then it 
might for the first time he said, the two services exchanged were 
equal (se yaZenf). , . . We labour to support, clothe, shelter, 

light, heal, protect, and instruct each other. Thence reciprocal 
services. We compare these service, we discuss them: we esti- 
mate their value: thence comes Value. 

19. Hence we see that Demand is the sole Origin, Source, and 
Cause of Value. It is Demand, or Consumption, and not Labour 
which gives Value to a product. It is not the Labour which 
gives value to the product, but the Demand for tbe product 
which gives value to the Labour. Hence it is not Labour 
WHICH IS THE Cause of Value, hut it is Value which is the 
Cause of, or Inducement to, Labour. 

Value then in its true sense signifies an Affection of the 
Mincl^ and not a Quality in an object, either natural, or the result 
of labour. The usual phrase is “ I value so and so.” It is the 
force of attraction between the mind and some external object. 
But an impotent desire of the mind, not manifested by any 
overt act, is not an Economical phenomenon. In order to entei* 
into the science of Economics something hiust be done. But 
even the desire of a single mind is not sufficient to produce an 
act. A man may have things he wants to sell, but if no one 
will buy them, they have no value. He may wish to possess 
things offered for sale by others, but if they do not want, and 
will not take in exchange, what he offers, no exchange can take 
place. In order to constitute an exchange two persons must 
each produce something, and each must want what the other 

^ Ihul, ConsidemtiOM Gcmh'alcs^ ^ Harmoiueb Jikonomiqim. De h Vakur. 
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prodiires. And ii is the redjn’oeal dedre ♦»f eaeh for the pro- 
duct of the other that gives rihe to an ewiiangxe lienee the 
coiunirreiiee of tvo niind'^ is e'^sential to prodiiee an eAchaiigt*, 
or an Econonne ])henoiuenoiu Kaeh oiu* ^v^li try to give* as little 
as lie eaii of his own pnahiet, ami get n> imieh as he can of the 
others product. Hence when the exchange ultimately takes 
place, the qiiaiility exchangetl by each measures the intensity iif 
his desire to obtain possession of tlie product of the other. 
And hence the Quantity given by each is called the Value oi‘ 
the other. 

20, All production is founded upon speculation. Producers 
find out or think of tvhat other people wanb and then they pro- 
duce, A constant sup})ly of some things is wanted. Inventors 
hope that they may excite or create a desire, but it is no reason 
that people will buy, because others produce ; and if none want 
or will buy what is produced, such an article has no value. All 
production, then, is founded on speculation, varying through all 
degrees of prudence, certainty, and risk. All producers specu- 
late that there will not only be buyers who will want their 
products, but will want them to such a degree of intensity as 
to be willing to pay a sum at least sufficient to pay the cost of 
production, and a profit besides, sufficient to remunerate them 
for their time and trouble. ETow, the powers of consumption 
generally speaking are limited, but in most cases the powers of 
production are more easily extended, and the amount of value, 
or the pxice, depends upon the proportion between the produc- 
tion, or the supply, and the number of persons who are willing 
to give an adequate price, or the consumption, and hence pro- 
duction must always be adjusted to consumption, and not the 
reverse. Hence, also, we have this fundamental truth that 
Speculation is the motheb of Pboduction-, but Demantb is 

THE OniOIK OF YalITE. 

21. Labour is in no case, whatever, the cause or foundation 
of value. No amount of Labour, or cost of production, can 
ever bestow or ensure value. In all cases whatever, it is 
because articles have great value, that great labour or great 
expense is expended in producing them. It is, then, universally 
the Bestjlt, and the result only, which has value, whether that 
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result be obbiined by great or by little labour: althoug'b it is 
iiiiiloubtedly true, that valuable results are often associated 'with 
great labour or expense. ISrevertheless, we must rigidly guard 
ourselves from thinking that it is tlie luliour that confers the 
value. An able and skilful man may obtain a result of great 
value with com])aratively little labour, and an inferior man may 
bestoAV many times the amount of labour, and never attain so 
valuable a result. No class of persons are so apt to estimate 
the value of a thing by the labour it has cost them as authors, 
and consequently it is a very common remark tliat autliors are 
generally the worst judges of the relative value of their own 
performances. Archbishop Whately cautions an intended writer 
of the History of Logic thus, “ he should possess the power of 
rightly estimating each according to its intrinsic importance, and 
not (as is very commonly done) according to the degree of 
laborious research it may have cost him.” And this remark is 
of universal application 

22. We must also be on our guard against admitting a spe- 
cious form of expression which J. B. Say uses — Thus, without 
examining yet, why olive oil is worth SO sous a pound at 
Marseilles, and 40 sous at Paris, I say that he who sends it from 
Marseilles to Paris adds 10 sous to the value of each pound of 
oil.” ' Products successively increase their value in passing 
through the hands of their different producers.”^ It is never the 
producers that confer value, but the consumers ; it is each suc- 
cessive consumer that confers the value. If it was the cost of 
transport that added to its value, it would necessarily follow 
that to send it back again from Paris to Marseilles would still 
further add to its value, and to send it backwards and forwards 
twenty times ought to add twenty times the cost to its value. 
The truth manifestly is that people incur the cost of transport 
because they expect that the difference of the value between the 
two places will repay the cost; but no cost of transport can 
really add to its value. Thus a Library or Museum may be 
brought up to London from the Country for sale, but the expen- 
ses of the transport do not add to the value of the books, but 
they are brought up to London because it is expected that their 
higher value in London will repay the cost ot bringing them there. 

^ Tiaiih d'Movomie PoUhqitei p. 101. 2 JhM,, p. 581. 
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To cxeinplify^ an<I still furllKa* t<» laiionN', llti* truth of this 
principle, we ni;iy take tla* eu'-e ‘h' duunontis and uIIkt pre- 
cious stones. Their value depends entirely upon tlu‘ir rarity^ 
and the extreme di‘sire of ri<‘h ])er'^ons to pitsses.s theiUj ami has 
no appreeiahle relation to the ialnjur of fimlino' them. They 
have aiupiired a certain estimalitui in tin* eyes of men formuiaiii 
reasons, aiui they are scarce, and it tiatlcrs the pritle of men to 
he the possessors of rare articles. The finiling of diamonds is a 
great hazard, and they are only found in a few places, and of 
certain sizi^s. If a few persons xvere to he so fortunate as to 
discover a few hundreds of diamonds of large size, their xmliie 
would be immensely diminished all oxmr the world ; nor would it 
be possible to assign what proportion the labour of producing 
them would bear to their price. On the other hand, were a mil- 
lion of men to devote themselves to search for them, and if they 
searched in vain, and found none, that circumstance would not 
have the smallest effect in raising the value of a single diamond. 
So that the real truth is, that men are willing to devote them- 
selves to search for diamonds, because they are of great value 
when found. A diamond is not valuable because a great deal of 
labour has been bestowed on finding it, but a man searches for 
diamonds because, though he may only find one at rare intervals, 
the value of it when found is so great, that it will repay him for 
along course of unsuccessful labour. Thus, also, peails are not 
dear because so many fishermen seek for them, but so many 
fishermei labour to find them, because they are highly esteemed, 
and rich people are willing to pay high prices for the pleasure of 
possessing them. Hence, we may say, that it is true of diamonds 
and pearls, and all that class of productions, that a great deal of 
labour is bestowed on pimducing them, because a high price is 
given for them ; and that it is a mistake to say that a high price 
is given for them because a great deal of labour is bestowed on 
producing them. Sidney Smith was in a fever of anxiety to sell 
some jewels he had, to set up house, lest mankind should awake 
from their folly and refuse to buy these glittering baubles. Ho 
examples can be taken better than these to show the total want 
of any necessary relation between labour and value, 

23. An attentive consideration of this last example is of the 
utmost importance, and is of universal application in Political 
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Economy. We observe that tlie quality of the diamoiKl is not 
in any way aflected by tlie quantity of labour bestowed on fiiKliiig 
it. A diamond of the first water may be found after a search of 
five minutes; a search of as many days, months, or years, may 
only be rewarded by finding a very inferior one. But yet the 
result of the lesser amount of labour may be far more valuable 
than the result of the greater amount. This is a universal truth 
in Economics. In all cases it is the result^ and that only, ’which 
is looked to, wholly independent of the labour by which it has 
been arrived at. 

24. The clear understanding that it is Demand, and not 
Labour, •which is the sole cause of Value, and the basis of Wealth, 
gives the true and simple solution of the question which so long 
puzzled the woild. Cicero and Luther were Avholly unable to 
understand liow a person could gain in an exchange, except by 
robbing the other. It was the universal doctrine before the first 
school of Economists, that what one side gained, the other lost. 
The Physiocrates however maintained that in an exchange neither 
side gamed, and that it was an exchange of equal values. They 
saw that each product wms valued in money at the same sum ; 
and therefore they maintained that neither side could gain. Nor 
was it easy to see the fallacy of this reasoning, although a little 
reflection on the facts must have shewn them that nations became 
enriched by commerce. Still less is it easy to see the fallacy, if 
Mve adopt the doctrine of the second school of Economists that 
all value depends upon the quantity of labour bestowed upon 
a thing. For if the Value is exclusively determined by quantity 
of Labour, it is only an exchange of equal value. 

But when ^xe firmly grasp the principle that Demand is the 
sole cause of Value, and that no Labour can give ^^alue to ,a 
product, whatever its qualities be, -which is not wuiiited, the 
solution of the problem is obvious and simple. 

A shoemaker perhaps makes 50 pairs of shoes: but he is not 
a centipede, and therefore *he does not want 50 pairs of shoes: 
therefore all the shoes he makes above his owui requirements are 
so much labour thrown away, without any result. These super- 
fluous pairs of shoes are no more wealth than the corn wdiich 
we spoke of before, as rotting on the ground for want of some 
one to consume it. 
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A glovemaker makes 50 ]>a!rs <sf alrn'es: ]mi lie is lest a 
Briareiis; therefore lie does not ^^a^st 50 pairs of _l»]o\o'-: ihere- 
fore as in the Ibnuer ease, all the gloves hi^ makes above his 
own recjiii remen ts are so much iahour thrown away witiuiul any 
return. 

A tailor makes 50 coats; but he has no use for so many; (con- 
sequently all the labour and materials used in making them are 
utterly wasted and thrown aw*ay. 

A fanner grow’S corn upon 500 acres of land, and has a herd 
of 100 cattle: but his family and dependents cannot eat the corn 
growm upon 500 acres: nor 100 cattle: therefore all the com ho 
grows, and the cattle he rears, above his own and his family's 
wants, is just so much labour and ex])ense thrown awaiy. 

All author does not want more than a very few copies of his 
own wmrk. The vainest author does not w^ant 1,000 copies of 
it. tlence all copies printed above those sufficient to satisfy his 
wants, are so much labour and money throwm away. 

And so on through the whole catalogue of producers and pro- 
ducts. If a man bestows labour upon producing what he does 
not want, it is so much labour thrown away without any return. 

But the shoemaker, the glovemaker, the farmer, the author, 
and all other producers as above, cannot live on their o^?ll pro- 
ducts solely. The shoemaker wants gloves, food, clothes, books, 
&c. The glovemaker wants shoes, food, clothes, books, &c. 
The farmer wants shoes, gloves, clothes, books, &o. Tlie tailor 
wants shoes, gloves, food, books, <fcc. The author cannot live* 
on the fumes of self incense ; he requires shoes, gloves, clothes, 
food, &c. Hence each producer begins to exchange the super- 
fluity of his own produce for the suj)erfluity of each of the 
others ; the shoemaker exchanges some of his shoes for gloves ; 
others of his shoes he exchanges for clothes ; others for food, 
and so on, for any other products he may require. Similarly 
each of the other producers exchanges some of his products for 
others he requires. Hence Demand arises for the products of 
each producer which were before without demand, and without 
value. It is the demand of the shoemaker for gloves which 
gives value to the gloves of the glovemaker, which were super- 
fluous and not wanted by him. Hence, by means of this 
exchange, the labour of each producer has brought him something 
he does want, and which he does value ; instead of something 
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ho (loos not waul. And it is tliis reci])rocaI Domniidj or Con- 
sumption, whicli u;lYes vahie to each piodiuH in siif*eos^ioiL Tho 
laboiii’ot tliG shoomalvoi' no\Y |tro(luees Ifim glovOvS, <*lollu‘S, food, 
books, and any other jirodnct he may want, and therefore Vahua 
M'ddi |)ro(hieer lias tliei eforc got something lie does want, instead 
of something he does not want; and lienoe each side lias gaine<l, 
or got a rewaul for Ins Iab<nn\ 

25. Some persons indeed consider tliat it is an inadognate 
account to say that ^hdue onginaWs in Demand, luit that tlie 
Economist slionld go iiirlhei, and investigate the caif^es of 
Demand. But this would hd a great error. This would intro- 
duce tlio whole of Psycnology nUo Economies, It would be as 

- great an error in t!ie mental, or subjective, department of the 
subject, and of a similar nature, to ^\’']lat it would bo in the 
external, or ohjeclivo, department., to invesligate the wliole 
processes of agriculture and comineiee. An Economist 
Economist, has no more.^to do ^rith the causes which 0})erate on 
the mind to jnoduc'.c I)emfmd, or Value, than an Astronomer, 
qtia Astronomer, lias to do with the nieta](h} sical cause of 
gravity. An Astronomer’s business is to discover the XfnffS of 
the Phenomena of the motions of the lieavenly bodies, and there 
the science ends, Wliat maybe the cause of the Law of G-ravity 
is another and a higlier considei'ation. Similarly Economics 
rig'oronsly excludes all considerations of tlie preparation and 
cultivation of the mind which produces the desire, or the 
Demand, erpially with all consideiations of the pre'paraiion and 
cultivation, or manufacture, of the })iodiict. The considerations 
which produce Demand, or ABihie, are the province of the 
Aloralist; the jiroeesses of agriculture and mamifactui’e are the 
province of the farmer and the mamifactnrer. Ecimomics deals 
only with the desire, or tlie Demand, whi(i]i is the cause of Value, 
and the product which is tlie subject matter of Value. 

26. The clear conception that it is Demand, or Consumption, 
and not Labour, winch is the principle of Value and of Wealth, 
shews how mistaken are those demagogues who go about flatter- 
ing the ‘^working classes/’ and telling tiiem that they are the 
producers of all wealth, with a view to rising into public impor- 
tance by their means. It is not the Producer but the Consumer 


z 
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who causes a thing to be Wealth; ainl all the labour of tln^ 
working classes would be tlirown away if they could find lu) oih* 
to demand or coiisumo it. Each class ot soidcly, tlioridori*, is 
necessary to tlie otlier. If, therefore, a man has nothing to 
offer for sale but his labour, so far from being at enmity w ith, or 
hostile to, the wealthy classes, he ought to wish for the grealol 
number possible of ricb i^eople to demand the products of his 
labour. 

27. When Locke said that the differences of Talue of agricul- 
tural land were due to labour, in which he has been f »llowed by 
so many Economists, it was a striking example of Bacon’s re- 
mark^ — “For no man can rightly and succesfully investigate the 
nature of a thing in the thmg itself,” — but must vary his obser- 
vations, and appeal to all sorts of experience. Wlieii Locke and 
his train of followers point to the smiling harvests and vintages, 
and assert that the cause of the differences of the value of the 
land is labour, tliey should remember that tlie cause of the dif- 
ference of value in agricultural land must be the cause of the 
differences of value in everything else : and w^e point to the dif- 
ferences in the value of different parts of the ground on which 
London stands, and ask — Are these differences of Yahie due to 
Labour? When this school of Economists point to manufac- 
tures of all sorts, watches, furniture, clothes, &c,, &c., and say 
that their value is due to labour, we place before them the ac- 
counts of the Bank of England, which on the 4th October, J 872, 
stood thus ; as made up in the old form. 


Liabilities. 

£ 

Notes Issued . . . 27,589,300 

PiiHic Deposits . . 8,842,382 

Private Deposits . . 19,004,030 


55,435,778 


Assets. 

£ 

Securities .... 38,091,124 
Coin and Bullion . , 21,150,452 


59,247,870 


Now we observe that one side amounting to £55,4,‘)5,^78 
consists wholly of liabilities or Credit, and of the other side, 
£21,156,462 consists of money, and £38,091,424 of liabilities or 
Credit. The liabilities or Credit, however, is valued exactly as 
if it were so much money. Now we ask what is the cause of 
^ JDistributio Operis. 
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the value of this Cre<lit? Is it Labour? AVheii H>iiie Econo* 
iiiisls point to a iaiii:o amount of material eomnioilities, the pro- 
iiuee of labour and of great value, we point to a table given 
by Air. Alill ^ shewing the amount of Bills of Exchange created 
ill Great Britain 

In 1807 - - £455,084,1 to 

1808 - » 465,50 t,0iJ 

1809 - - 528,490,842 

and ask what is the cause of the value of this enormons mass 
of Credit, which of course is but small compared to the Credit 
‘created now"? Is Labour the cause of its Value? 

28. As we ascend Father Thames, passing by Putney, Ham- 
mersmith, Ivew, lliclimond, Kingston, Eton, Oxford, &c., 'vve 
find the rKer banks crowded witli ex(|iiisitely built boats of all 
P^Srts. Wliy are these boats there? And w4iat gives tliein 
Value? It is simply because the youth of England are fond 
of rowing. It wms not the building of the boats w4nch made 
the English youth fond of rowdng; but their love of rowing 
which encouraged the builders to build the boats. What value 
w^ukl such boats have among a people whose favorite aphorism 
iiHolcefar niente? 
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and had an interview nilh PiiH IX. — The Ihennn ratlnT'e 
Church took tlie alleucd ininuTe under !:> pa'r<>n:ej»' , niidah 
and were >trn(‘k in taannienioratiuii uT if : ]»<•;>.’. ers vru* 

composed recording the oc^nirrence; a ^pltaidid chureli ua'*^ 
built near the spot wliere the luni anpouiaMh lca\ing 

behind, as a memento of her visit, a s[n*ng of valer, Acs 

ever since hroufjht hi a renhd Inrfjtr ihnn iJarf oj" 

€1119/ vlnei/ard in Frnnee ; and the shrine of La ‘^alette lias, in a 
quarter of a century, become as fimous as tliat of Loiado, in 
spite of the long start of the Italian sanctuary.’’' ‘ Xow, is the 
rental of the ground whore this spring is siinated due to 
labour? It is quite clear it is due to the belief of the ]U‘o]fle in 
the alleged miracle. If this lielief were to die osh the ^ahie of 
the ground would immediately die off. Xeed we be surpri^e^ 
that another a})pearaiico of the Yirgin was got up near Loin .«e? 
about 24 miles from Fau, in 1850, and that tlie church and t!^ 
spring of Lourdes now rival tliose of La Salette. The oiK 
wonder is that every parish in France does not get up a* 
appearance of the Viigin on its own account, seeing that thej . 
are so profitable. 
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Deniaiul ahrays for tlie nptGfuI anil tlio Lost Ia\ofy 

one's expeiienee will say X<>j to mu*1i a qiu^Ntiuii. IL>w i^iksi 
are the best and most things o}>pobed by igit<aaiic<g by 

prejinlice, and ])y hostile interests I 

We eoneludie, tluntdore, that it is not laboiu, biil te>nsuitipfi<a]j 
exehange^ or Dk^jvm), alone that coiistUates a thing A\eall!i5 
and wo tiace the progiess of a nation in \\eallh5 aecoiding to 
tlieir iiierea.sing \\ ants au<l desnes. Fust, the demand ior the 
sustenance rtapiired hy the body, gives \alue to material ]>ro- 
diicts, food, clothing, shelter, and fuel. Then as their tastes 
become reiined, arises the demand foi works ol iilerature, s(*ieiu‘e, 
^and art: for painting, for sculpture, tor architecture, ior the 
drama, and for music. It is the demand of tlie piililic alone 
which makes these things wealtli. llen(a\ in order to he 
wealthy, a people must be iiiS])ired with strong and canons 
desires: and this shews the great importance in an Lk-onoinical 
point of \ieAy of national ediiealion. Heavy liives can only 
be boine by an industrious and a wealthy people: and the 
Biulliplication of wants, multijilies industiy, inultijdies capital, 
multiplies incomes, multii)lies the persons to liear the burden 
of taxation, and renders the nation capable of great achieve- 
ments, and of taking a leading position in the councils of the 
world. 
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Section IIT- 

On the General Law oe Value: or the General Equa- 
tion OF Economics. 

31. Having in tlie preceding sections given the Definition of 
Value, and found that its Form, or Cause, resides exclusively in 
the Human Mind, the last branch of our inquiry is to determine 
the General Law of Value; or the General Equation of Econo- 
mics; that is to discover a single General Law wdiicli governs 
the changes in the exchangeable relations of all Quantities, 
whatever their nature be. 

The acknowledged principles of Inductive Science shew us 
that there can be but one General Law of Value. We have 
seen in a preceding chapter that there are three distinct species 
of Economic Quantities, and we have generalized the funda- 
mental Conceptions of the Science so as to grasp all these 
Quantities. Now these three species of Quantities can be 
exchanged in Six different ways. Our present object is to 
investigate a General Equation which shall be applicable to all 
the Six species of exchanges indifferently. The Law which 
governs the exchangeable relations of material products, must 
equally govern the exchangeable relation of debts. 

Suppose we make £ the general symbol for an Economic 
Quantity — that is to say, anything whatever whose value may 
be measured ; and representing these various species of Quan- 
tities under the general symbol £, we may say that there are in 
any country, quantities of this sort, 

£546, 497, 208. 

£349, 784, 627. 

£804, 932, 712. 

£ 24, 987, 459. 

&C., &0., &> G , 

Now we affirm by virtue of the principle of the Continuity of 
Science, and by the great Algebraical doctrine of the Perma~ 
nence of Equivalent that whatever can be proved to be 

true economically of any one of this series of Quantities, must 
be true of them all. No one looking at the series of Economic 
Quantities placed above, co^ld tell of what species they were* 
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Some may be land, some corn, some minerals, some ships, some 
money, some credit, some labour, some coj^yrights, some shares 
in commercial companies. 'Now there can be but Onm Cause of 
Value for them all. We have demonstrated tliat DE]irANr>is the 
single General Cause of the Value of all Economic Quantities ; 
and this at once annihilates the false distinctions between the 
causes of value of different species which have been made by 
Economists. 

Having thus obtained these independent Economic Quantities, 
the jjurpose of the science is to discover the General Law which 
governs the variations of their Exchangeable Relations. And by 
the principle of the Continuity of Science, this Law must be in- 
vestigated in a manner conformable to the general Theory of 
Variable Quantities in General. For if not, the whole of 
Mathematical and Physical Science is shaken to its foundations. 

32. Now let A and B be any two Quantities whatever, sup- 
posed perfectly geueial: it is quite clear that their exchangeable 
relations are contained in the following limits : — 

OD A = OB 
&c. = &c. 

2 A = l-B 
A == B 
A = 2 B 
= &c. 

0 A =: 00 B. 

The meaning of which is simjffy this — Let the exchangeable 
relation between A and B gradually and continuously change 
from wliere the greatest possible quantity of A will exchange 
for the least possible quantity of B to where the least possible 
quantity of A will exchange for the greatest possible quantity 
of B. 

Now the JOato of Contlnxdty quoted above ^ says tlmt a 
Quantity cannot pass from one amount to another by any change 
of conditions, without passing through all intermediate degrees 
of magnitude according to the intermediate conditions. 

Hence wo may affirm by virtue of the Law of Continuity — 

1. That if it can he induhitahly proved that any particular 
Law holds good at any one point in the range of prices, that 

J IK 12. 
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mme Law must necessarihj hold good at axsl points throughout 
the tohole range of iirlces. 

2 . That as the symbols A and B are perfectly general^ if any 
Laio iohateoer can be prooed to hold good in the variations of 
the exchangeable relations of any two Quayititles whatever^ that 
same La%o must necessarily hold good in the exchangeable rela- 
tions of all QmuttUies whatever, 

Tims by tlie Law of Continuity we ai'e enabled to aflinn — 
That if any Leno ‘whatever can be proved to he true at any 
one pohit hi the range of prices, betioeen any two Quantities 
lohateoer^ that saine Laio must be ‘necssarily true at ailij points in 
the range of prices^ and between cdl quantities whatever. 

And as a corollary from tlie preceding we may also alUrm — • 
That If any Law 'whatever can be proved not to be true ivlth 
regard to the relations of any two Quantities lohatever^ that Law 
cannot be a G-eneral Laio of Economics, 

3.3. Ko one who understands the principles of philosophical 
reasoning which are universally allowed to be conclusive in other 
sciences, and wishes to preserve tliat conliimity of the sciences 
so earnestly insisted upon by Bacon, can fail to see that these 
considerations are true. If it be possible to obtain a general 
philosophical rule, it must be applicable to all cases. It is the 
very essence anti genius of tlie Inductive Philosophy to analyze 
paiticular cases, educe geneial iiiles from them, mid shew how 
they apply to all other cases. It is the very test of the truth of 
rival theories to explain particular cases. There is no other way 
of testing their truth, and, accordiiigiy, when two apparently 
plausible theories have been broiiglit to the trial, and one of them 
has iailed to account for ])lienomeiia, it lias invaiiabiy been re- 
jected. A true theory, thereiore, must account for ail the phe- 
nomena in a science. It must be true m all classes of cases, and 
to any extent. A single fact that can be sIieYfii to be absolutely 
irreconolLible with a theory is fatal to it. 

In many other sciences it has happened that theories have 
appeared to account for a considerable number of phenomena, 
and have for a long time been accepted as true, but in course of 
time other classes of phenomena were observed which were 
wholly iiTeconcilable with the received theory. It, oonse- 
queiitly, became necessary to devise new theories capable of 
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compreli ending the new classes of facts. Of course it was 
manifestly necessary that the new theory should absorb all the 
facts accounted for by the old one, and ex 2 )lain them equally 
well. When this has ]ia])peiied, when it has been proved that 
the new theory accounts for all tlie observed facts, the old tlieory 
has been invaiiably superseded, and the new one adopted. 

Precisely the same process of reasoning holds good in Econo- 
mics. Just as it is a universally acknowledged principle in 
experimental science that that law only is the true one, whicli 
explains all the cases in the subject, we lay this down as an 
unquestionable truth in Economics — 

That if two or more forms of ew 2 )resswn will explain or 
account for any phenomena regarding price^ or the change 
of price^ that form of expresuon only is to he adopted as 
the true 07ie, which explains all the phenomena in the science^ 
and not the individual ease only. 

Thus we affirm by virtue of the Principle of Continuity of 
Science, and arguing from the analogy of every other physical 
science, that however vaiied and complicated the diiTerent phe- 
nomena of Value may appear to bo, there can by no possibility 
be more than one grand General Theory of Value, whatever it 
may be. To suppose that the phenomena of the science could 
be based upon divers conflicting Theories would be at once to 
destroy the Geixerality of the science. 

34. Lord Lauclcrdcle in a work quoted by Ricardo, and whicli 
contains little else of any worth, says, ^ that of two Quantities 
whicli may each vary, if we suppose the variation to take })lac 0 * 
in one of them first, the other remaining the same, its Value 
would be influenced by/b^^7’ causes: 

It would Increase in Value — 

1. From a Fimmutlon in Quantity. 

2. From an Increase of Fernand. 

It would Fimuiish in Value — 

1. From an Increase of Quantity. 

2. From a Fiminution of Demand. 

Kow as the variations of the other Quantity will be influenced 
by the same four causes : it is quite clear that the variations of 
both Quantities will be infiiiencod by eight iudepeiideiit causes, 

J An Inqutri/ hilo the XiUin'e and VdiLbCb of Fahhc IVcalih^p 12, 
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and if these be connected in the form of an Algebraical Equation, 
it will manifestly be the true General Equation of Economics. 

This General Equation must manifestly comprehend tlm whole 
science , and as it contains no less than EIGHT Independent 
Yariables, it at once shews the extremely complicated nature of 
the science. 

Now Ricardo admits this Law to be true for all monopolized 
commodities, and for all others during a limited period. But 
his want of training in Inductive Science prevented him from 
seeing that if it be true in any one case, it must be true in all. 

The fact is that the Law of Supply and Demand, of which the 
above extract from Lord Lauderdale' is the full expression, is 
admitted by all Economists to be true when the price of things 
is very low ; and it is also admitted to be true when the price is 
very high. No other Law whatever but that of Supply and 
Demand operates at the extremes of prices : and therefore it is 
manifest by the Law of Continuity^ that all intermediate prices 
must be governed solely by the same Law of Supply and 
Demand. 

It is quite manifest that the above is the true General Equa- 
tion of Economics ; and the whole science must be constructed 
taking that Equation as the basis. 

In obtaining this general expression we have followed the 
method usual in all physical science. We have obtained the In- 
dependent Variables^ and they are connected by a General Law, 
or Formula. This insures certainty to the science. But it is in 
the last point that the real difficulty arises, namely in giving 
eision.^ or numerical amounts to the Coeffieients. It is difficult, 
probably impossible, to say what numerical variations in supply 
and demand produce certain numerical variations in price. This 
has been attempted in some cases, as that of corn, but it is 
manifestly impossible to obtain exact numerical data. 

It is this difficulty, or rather let us say the entire impossibility 
of giving exact numerical values to the Coefficients, that makes 
many writers suppose it impossible to make Economics an exact 
science. It is sometimes supposed that for a science to be an 
exact ’’ one, it is necessary that its Laws be capable of precise 
quantitative statement. This however is an error which has 
been specially noticed by Comte, who well points out^ the dif- 

* Introduction 
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ference between certainty preciswi in science. To consti- 
tute an exact science it is not necessary that its laws can be 
ascertained with numerical precision, but only that the reasoning 
be exact, or certain. He says that a dangerous prejudice has 
sprung up that because the precision of different sciences is very 
unequal, that therefore their certainty is so too. This tends 
much to discourage the study of the most difficult. Precision 
and certainty are perfectly distinct. An absurd proposition may 
be very precise, as for instance that the angles of a triangle are 
equal to three right angles. On the other hand a certain propo- 
sition may not be precise, as that a man will die. Hence although 
the diffeient sciences may vary in precision, that does not affect 
their certainty. This observation applies very forcibly to Econo- 
mics. Many persons are apt to despise it, and think there is 
nothing in it because it does not bring out its results with the 
same numerical precision as those of Mathematics. This how- 
ever is a grievous mistake. In Economics the causes of phe- 
nomena can be ascertained with positive certainty, and if we 
want to produce any given effect, the proper method of producing 
it can be pointed out with absolute certainty. This is all that is 
necessary to constitute it an exact science; because the method 
of producing the result being pointed out with certainty, it may 
be followed until the required result be produced. 

35. In considering this general Equation of Economics we 
see the application of Bacon’s aphorism ^ That which in 
Theory is the Cause in Practice is the Rule.” Ho other 
Quantities but Demand and Supply appear on the face of the 
Equation. We therefore learn that no other causes influence 
Value, or changes of Value, but Intensity of Demand and 
Limitation of Supply. We learn that neither Labour, nor ’ 
Cost of Production, nor anything else, can have any direct 
influence on Value; and that if they have any indirectly^ it 
can only be by, and through, the means of altering the Demand 
or the Supply : so that no change of Labour, or Cost of Pro- 
duction, can have any influence on Value, unless they are accom- ' 
panied by a change in Demand or Supply. 

The great practical importance of these considerations will 
appear hereafter. 


^ ATbv. Bk, i., A$h, 3 
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36. But altlioiigii tliere can be only one General Theory 
which gorerns all cases, yet there may be many phenomena, anci 
many classes of phenomena, in which other causes may modify, 
vary, and even overpower and reverse the General Law. Thus 
it is a General Law that bodies will fall to the earth : but in the 
special case of a balloon inflated with gas lighter than air it will 
ascend fioni the eartli. NTow, no one doubts that the Law of 
Gravity acts on the balloon to draw it tov/ards the earth : but 
yet in this special case, the force of the lighter gas overpowers 
the force of gravity, and makes the balloon aacend through the 
denser medium. 


0)1 the Ftmclcanerual Ohjecclou to the Ricaudo-Mill 
System o/ Economics. 

37. We now come to the fundamental philosophical objection 
to the Ricardo-Mill system of Political Economy, or Economics, 
and to the application of the remarks we made on the Formation 
of General Axioms ‘ and in the General Statement of the Arjiu- 
mont in favour of the Third School of Economists.^ 

While the Italian Economists, the Physiocrates, and Condil- 
lac, all held that the Law of Demand and Supply is the great 
doininatiiig Law of Economics, they felt that some further ex- 
planation was wanted to give this law a more definite expression 
in flgures. 

Among several writers who have given an analysis of price, 
Le Trosne shews that among the causes which determine Value, 
Hhere is a certain amount which is indispensable for all products, 

^ namely, the necessary cost of producing them. This he calls ^ 
the ^‘^fundamental pi ice ” of products. As the s} stein of the 
Physiocrates only embraced the material products oi‘ the earth, 
their analysis was of coarse extremely defective as a general 
Theory of Value. 

Smith began by following very miicb in the footsteps of tbe 
Physiocrates, by leading his readers to think that he consideVed 
wealth to be the annual produce of land and labour,” and what 
the Physiocrates called the “ fundamental price ” of products, 

i riufjh 31,, ^ IS, 19, a f iji., « 5*2. 

'* Ije I'tntci' c rhf/£ji, 1 , 57 . 
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Smith calls their natural price.*” He sa3^s^ that there is in 
every iieighhoiirhooclj or societ}^, a natural rate of rcmt^ a natu- 
ral rate of wages, and a natuial rate of profit, and — "\\^hen the 
price of any commodity is neitlior more nor less than what is 
sufficient to pny the lont of the land, the wages of labour, <aiid 
the profits of the sto(dv employed in raisn-'g, ])ro]>aring, and 
bringing it to niarhet, according to their natural lalos, the coin- 
niodit}^ is then sold for what may be called its natural puce.” 

In this and several otlier passages, Smith mahes rent a neces- 
sary part of the price of agriciiltui'al prodnets. The obvious 
inference of this doctrine is, that if the landlords were to agree 
to forego their rents, corn would be so niucli tlie cheaper. Jhit 
in another })assage Bmilh sa3^s that price is the co'usc of rent. 
The importance of tlie subject and the self-contradictions of 
Smith, gave rise to great discussions, of which we ha\e given 
an account in tlie chapter on Rent, and therefore tliey need not 
be further noticed here. 

Ricardo then followed : lie divides commodities into two 
classes — 

First Tliose In whicli the supply is absolutely liuiiled, and 
cannot be increased by human labour, and therefore tliei^* value 
cannot be lowered by an increased supply ^ “ Some rare statues, 
and pictures, scarce books and coins, wines of a peculiar quality, 
which can only be made from gi-apes gTown on a particular soil, 
of which there is a very limited quantit^q are all of this descrip- 
tion. llmir value is vdioliy independent of the quantity of 
labour, originally necessary to produce them, and varies with the 
varying wealth and inclmations of those vdio are desirous to 
possess them.” 

Ricardo says that the value of such commodities is exclusively 
governed by the Law of Demand and Supply; and among this 
class of commodities he and Mr. Mill place Labour. 

Second. Those commodities which can be increased at will by 
human labour without assignable limit; and the purport of his 
work is to investigate the values of this class of commodities 
solely; though this express limitation of his inquiry is quite 
overlooked by some of Ins ardent disciples. 

Ricardo says that commodities wliich can be increased without 
limit by human industry are divided into two classes 
^ Bo< h 1 ,, c7? 7. ® Principle Sy chap i., § 1. 
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1 . Those commodities which can bo increased to any extent re- 
quired by human labour, at an equal cost of production ^ It is 
cost of production which must ultimately regulate the price of 
commodities, and not as has often been said, the proportion be- 
tween the supply and demand : the proportion between supply 
and demand may indeed, for a time, affect the market value of 
a commodity, until it is supplied in greater or less abundance, 
according as the demand may have increased or diminished; 
but this effect will be only of temporary duration.” 

opinion that the price of commodities depends solely on 
the proportion of supply to demand, or demand to supply, has 
become almost an axiom in political economy, and has been the 
source of much error in that science.” 

He then quotes the law given above, and says — This is true 
of monopolized commodities, and indeed of the market price of 
all other commodities for a limited period.” 

Commodities which are monopolized either by an individual, 
or by a company, vary according to the Law which Lord 
Lauderdale has laid down but tlie prices of com- 

modities which are subject to competition, and whose quantity 
may be increased in any moderate degree will ultimately depend, 
not on the state of demand and supply^ hut on the increased or 
diminished cost of their production^ 

2. Those commodities which can be increased in quantity at 
will, but not by equal cost of production, like corn and minerals. 
An increased quantity of corn can always be procured, but the 
increased quantity is always obtained at an increased cost. In 
this class of commodities, Ricardo says that the cost of obtain- 
ing the last quantity produced regulates the price of the whole 
quantity purchased, or consumed. This doctrine is fully ex- 
amined in the chapter on Rent. 

Mr. Mill has generally adoj^ted and amplified this system, and 
added to it some new distinctions of his own, 

88. Before, however, we notice the additional distinctions 
which Mr. MiU has made, we must examine an objection which 
he has taken to the common expression that Value depends on 
the Ratio of Demand and Supply ; and in order that there may 
be no mistake, we will give his own words. 

^ Ft %ndple$^ chop sax . 
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He says ^ These being the three classes, in one or other of 
which all things that are bought and sold must take their place^ 
we shall consider them in their order. And first, of things 
absolutely limited in quantity, such as ancient sculptures or 
pictures. 

Of such things it is commonly said, that their value depends 
on their scarcity : but the expression is not sufficiently definite 
to serve our purpose. Others say, with somewhat greater pre- 
cision, that the value depends on the demand and the supply. 
But even this statement requires much explanation, to make it 
a clear exponent of the relation between the value of a thing, 
and the causes of which that value is an effect. 

The supply of a commodity is an intelligible expression : it 
means the quantity offered for sale; the quantity that is to bo 
had, at a given time and place, by those who wish to purchase it* 
But what is meant by the demand? Not the mere desire for 
the commodity. A beggar may desire a diamond ; but his de- 
sire, however great, will have no influence on the p)rice. Writers 
have therefore given a more limited sense to demand, and have 
defined it, the wish to possess, combined with the power of pur- 
chasing. To distinguish demand in the technical sense, from 
the demand which is synonymous with desire, they call the for- 
mer effectual demand. After this explanation, it is usually sup- 
posed that there remains no further difficulty, and that the value 
depends upon the ratio between the effectual demand, as thus 
defined, and the supply. 

These phrases, however, fail to satisfy any one who requires 
clear ideas, and a perfectly precise expression of them. Some 
confusion must always attach to a phrase so inappropriate as 
that of a ratio between two things not of the same denomina- 
tion. What ratio can there be between a quantity and a de- 
sire, or even a desire combined with a power ? A ratio between 
demand and supply is only intelligible if by demand we mean 
the quantity demanded, and if the ratio intended is that between 
the quantity demanded and the quantity supplied. But again, 
the quantity demanded is not a fixed quantity, even at the same 
time and place ; it varies according to the value ; if the tiling is 
cheap, there is usually a demand for more of it than when it is 
dear. The demand, therefore, partly depends on the value. 

1 Book 111 , c^. 2, § 3. 
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But it was before laid down that the value depends on tlie de- 
mand. From this coutradi(*.tiop. how are we to extricate our- 
selves ? How sohe the })aradox, of two tilings, each depeiidiiig 
upon the other ? 

“ Meaning by the word demand, the quantity demanded, and 
remembering that this is not a iixed quantity, but in general 
varies accoiding to the value, let us suppose that the demand at 
some particular time exceeds the supply, tliat is there are ])eisons 
ready to buy, at tbe market value, a greater quantity than is 
offered for sale. Competition takes idace on the side of the 
buyers, and the value rises: but how much? In tlie ratio (son^e 
ma^ Buj^pose) of the deiicicncy : if the demand exceeds the sup- 
ply by one-third, the vaUie rises one-third. By no means: for 
when the value has risen one-third, the demand may still exceed 
the supply; there may even at that higher value, be a greater 
quantity wanted than is to bo bad ; and the competition of 
buyers may still continue. If the article is a necessary of life, 
which, rather than resign, people arc willing to pay for at any 
price, a deficiency of one-third may laise the price to double, 
triple, or quadruple. Or, on the contrary, the competition may 
cease before the vmlue has risen in even tlie propoition of the de- 
ficiency. A rise, slioit of one-third, may place the article beyond 
the means, or beyond the inclinations, of purchaseis to the full 
amount. At what point, llien, will the rise bo arrested ? At the 
point, whatever it be, winch equalizes the demand and the su])- 
ply : at the price which cuts ofi" the extiatliiid from the demaiul, 
or brings forward additional sellers sufficient to supply it When, 
in either of these ways, or by a combination of both, the de- 
mand becomes equal and no more than equal to the sup})ly, the 
rise of value will stop.” 

Mr. Mill then examines the converse case in vhicli the siip})Iy 
exceeds the demand, and shews how they are equalized. 

“ Thus toe see that the idea of a uatio as between demand 
and siqjply, is out of place ^ and has no concern in the matter : 
the proper mathematlccd analogy is that of an equatiox (!). 
Demand and supply, the quantity demanded and the qiiaolity sup- 
plied will be made equal. If unequal at any moment, competition 
equalizes them, and the manner in which this is done is by 
an adjustment of the value. If the demand increases, the value 
if demand diminishes, the value falls: again, if the 
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supply falls off, the value rises; and falls if the supply is 
increased. The rise or fall continues until the demand and 
supply are again equal to one another: and the value which 
a commodity will bring in any market, is no other than the 
value which, in that market, gives a demand just sufficient 
to carry off the existing or expected supply.” 

This extract from Mr. Mill gives fairly enough an account 
how demand and supply are adjusted Tiie substitution of the 
word Eqihcition for liatio has often been alleged as a great 
discovery. Mr. Mill has himself brought it forward in other 
publications; and yet it is very surprising that so acute a 
thinker should not have perceived, what any intelligent school- 
boy could tell him, that an Equation is a Ratio ! A Ratio is the 
relation which one quantity bears to another in respect to mag- 
nitude. If the two quantities are equal, it is a Ratio of 
Equality, or an Equation. Hence the Zaw of Demand and 
Supply, the Matio of Demand and Supply, and the Equation of 
Demand and Supply ai e absolutely identical expressions ; and 
this alleged discovery of Mr. Mill’s is a pure mare’s nest. 

39. Mr. Mill fully adopts Ricardo’s classification of commo- 
dities, and the laws which he proposes for them ; but he says^ 
that it is necessary to take notice of certain cases to which 
from their peculiar nature, this law of exchange value is inapplic- 
able. He cites as an example the case of two different commo- 
dities having a joint cost of production, being both products of 
the same operation ; and the same outlay v ould have to be 
incurred for either of the two, if the other were not wanted at 
all. As, for instance, coke and coal-gas are both produced from 
the same material, and by the same operation • so also, mutton 
and wool ; beef, hides, and tallow ; calves and dairy produce ; 
chickens and eggs; cost of production, he says, can have 
nothing to do with deciding the value of the associated com- 
modities relatively to each other, it only decides their joint 
value. The gas and the coke together have to repay the expenses 
of their production, with their ordinary profit.” But how much 
of the remuneration of the producer shall be derive<1 from the 
coke, and how much from the gas remains to be decided. Cost 
of production does not determine their prices, but the sum of 
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their prices* A principle is wanting to apportion the expenses 
of production hetweeii the two. 

“ Since cost of production here fails us, we must revert to a 
law of value anterior to cost of production^ and more fun da- 
mental^ the law oj demand and supply P 

So here we have it acknowledged that the Law of Demand 
and Supply is more fundamental than that of cost of productionj 
which at once annihilates the false distinction made by Ricardo 
and Mr. Mill between the two classes of cases. 

Mr. Mill says a little afterwards — “This theorem is not in 
itself of any great importance : but the illustration it affords of 
the law of Demand, and of the mode in whlch^ iidien cost of 
production fails to he appllcahle^ the other principle steps in to 
supply the mcancy (!) is worthy of particular attention, as we 
shall find in the next chapter but one that something very simi- 
lar takes place in cases of much greater moment.” 

NTow, this mode of arguing in Economics is just as rational 
and as admissible as it would be to say in Astronomy “ in this 
class of cases the Ptolemaic Theory fails us, and we must adopt 
the other, or Copernican Theory, to supply the vacancy:” or in 
Optics to say “ in this class of cases the Corpuscular Theory 
fails us, and we must adopt the Wave Theory to supply 
the vacancy.” The obvious analogy of Natural Philosophy 
shews that if a Theory fails in any one case whatever, it 
fails in all. 

After alluding to the cause of agricultural produce, Mr. Mill 
says— “ There would be little difficulty in finding other anoma- 
lous cases of value^ which it might be a useful exercise to re- 
solve.” Now an “anomalous case” is a case without a law; 
and we utterly deny that there are any such cases at alf. There 
are no anomalous cases in physical science; though it may be 
that the inquirer cannot see the Law. When the early Algebra- 
ists, using general symbols, came upon Negative Roots of 
Equations, not at first understanding what they meant, they called 
them Fictitious Roots {fetm radices) ; so when in the process of 
operations the Roots of Negative Quantities appeared, not being 
able to imagine what such quantities could possibly mean, they 
called them Imaginary or Impossible Quantities. But every 
advanced schoolboy now understands perfectly well what Nega- 
tive and Imaginary Quantities are. Now to say that there are 
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“ anomalous ” cases of Value, is to say tliat there are plienoineiia 
without a Law ; a doctrine wliicli is entirely inadmis.sible. 

40. Mr. J^Iill afterwards conies to the case wliich lie alluded to 
in the extract given above, and it is impossible to imagine a 
more glaring instance of the breach of the Law of 
and of the principle of the Continuity of Science, He says ^ — 
The values of commodities ])roduced at tlie same })lace, or in 
places siifliciently adjacent for capital to move freely between 
them, — let us say for simiJicity, of commodities produced in 
the same country — depend (temporary ■fluctuations apart) upon 
their cost of production. But the value of a commodity 
brouglit from a distant place, especially from a foreign country, 
does not depend on its cost of production in the pla (‘0 from 
whence it comes. On what then does it depend? The value of 
a thing in any place, depends on the cost of its acquisition in 
that place ; which in tlie case of an imported article, means the 
cost of ])roduction of the thing which is ex})orted to pay for it. 
Since all trade is in reality barter, money being a mere 
instrument for exclianging things against one another, we ■will, 
for simplicity, begin by su])posing the international trade to be 
in form, what it always is in reality, an actual trucking of one 
commodity against another. As far as we have hitherto pro- 
ceeded, we have found all the laws of interchange to be essen- 
tially the same, whether money is used or not; money never 
governing, but always obeying these general laws. 

If, then, England im])orts wine from Spain, giving for every 
pipe of wine a bale of cloth, the exchange value of a pipe of 
■wine in England will not depend upon what the ]n’odiiction of 
the wine may liave cost in Spain, but upon what the production 
of the cloth has cost in England. Though the wine may have 
cost in Spain the equivalent of only ten days laboui-, yet, 11* the 
cloth costs in England twenty clays labour, the wine when 
brought to England, will exchange for the produce of twenty 
days English labour, pk^s the cost of carriage; including the 
usual profit on the importer’s capital during the time it is locked 
up, and withheld from other employment. 

“ The value, then, in any country, of a foreign commodity 
depends on the quantity of home produce which must be given 

1 BL hi., c7i. 18, of International Valves. 

2 A 2 
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to tlie foreign country in exchange for it. In other words the 
values of foreign commodities depend on the terms of inter- 
national exchange. What, then, do these depend upon? What 
is it, which, in the case supposed, causes a pipe of wine from 
Spain to be exchanged with England for exactly that quantity 
of cloth? IFe have seen that it is 7iot then cost of p'oducUon. 
If the cloth and the wine were both made in Spain, they would 
exchange at their cost of production in Spain; if they were 
both made in England, they would exchange at their cost of 
production in England : but all the cloth being made in England, 
and all the wine in Spain, they are in circumstances to which we 
have already detei mined that the law of cost of production is 
not applicable. We ^niist accordingly^ as ice have done before 
in a similar embarrassment, fall back upon an antecedent law^ 
that of supply and demand: and in this we shall again find 
the 'solution of our dificidtyP 

The consideration of this example will at once shew the 
fallacy of the whole of Mr. Mill’s system. For he says that the 
values of commodities produced at places near each other are 
governed by cost of pi-oduction, but the values of those pro- 
duced at distant places, and in foreign count! ies, are governed 
by the Law of Demand and Supply. NTow, let us suppose that 
the commodities are produced in places which are at a gradually 
and continuously inci’easiiig distance from each other. When 
do the places cease to be near each other, and when do they be- 
come distant from each other ? At what point does the Law of 
Cost of Production change into the Law of Demand and 
Supply ? This mode of argument is an exact parallel to, and as 
flagrant a breach of the Law of Continuity, as the Aristotelian 
doctrine of the Laws of Motion quoted in page 42. Still more 
extraordinary is it, if possible, to suppose that the Laws of 
Value can change according as countries are foreign to each 
other, or not, England and Scotland were once foreign 
countries to each other; and, then, according to Mr. Mill, 
the values of commodities produced in them respectively and 
exchanged, were governed by the Law of Demand and Supply; 
but when England and Scotland were united into one country, 
the values of the same commodities were then immediately 
governed by the Law of Cost of Production ! So that the very 
day and instant the Act of Union came into effect, the Laws of 
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Value between the two countries underwent a fiiiidaniental 
change ! Certainly this was an effect of tlie Union which no 
one ever suspected before. Formerly, Savoy was part of 
Sardinia, and a foreign country to France: tlie values of com- 
modities exchanged between tlieni were governed by tlie Law 
of Demand and Supply : Savoy was then united to France, and 
at that very instant, the Law of Value between them changed 
into Cost of Production ! England and France are now foreign 
countries to each other. The values of commodities produced 
in them now are governed by the Law of Demand and Supply ; 
but if France and England were once more united, tlieu these 
values would be at once governed by the Law of Cost of 
Production I Until very recently Italy was parcelled out into a 
number of separate and independent States. They were foreign 
countries to each other: and therefore the Values of commodities 
exchanged between them were governed by the Law of Demand 
and Supply. But Italy is happily now united, and become one 
country. Values in it are now, therefore governed by Cost 
of Production ! That is to say, the unification of Italy has 
caused a fundamental change in the Law of Value 1 It would 
be just as rational to say that the unification of Italy has caused 
a fundamental change in the Law of Gravity. The slightest 
consideration will show that sucli fantastic notions cannot be 
accepted as sound philosophy; but that the fundamental Laws 
of Value must be die same, whether the places of production be 
near to, or distant from, each other] whether situated in the 
same, or in foreign, countries. 

41. The fundamental objection to the whole of tlie Ricardo- 
Mill system of Political Economy must now be apparent to any 
one conversant with the most ordinary principles of Natural 
Philosophy. Any one acquainted with the methods of investi- 
gation pursued in Physical Science since the days of Galileo, 
must know that there can be but one General Theory at the 
basis of every science. For if the science is broken up into 
many classes of phenomena, each governed by a different Theory, 
how is it possible to generalize in such a science ? In difierent 
physical sciences there have been severe and protracted contro- 
versies as to which was the true Theory, but no one ever sup- 
posed that there could be more than one. Who ever lieard of 
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any one 'writing a treatwo on Astronomy and maintaining that 
one class of Astronomical Phenomena were to be explained on 
the Ptolemaic Tlieory, another class on the Coperiiican Theory, 
and another class on Tyclio Biahe’s Theory? Who ever heard 
of any one writing a treatise on Optics, and maiutamiiig lliat 
one class of Optical phenomena are to be ex})lamed by the Cor- 
puscular Theory, another class of phenomena by the Wave 
Theory, and other classes by other theories? Would not such a 
method of treating Astronomy and Optics be universally scouted 
by every Physical Philosopher? And yet tins is exactly the 
method followed by Ricardo and Mr. Mill in Economies I Mr. 
Mill says ^ — “This, then, is tlie Law of Value with respect to all 
commodities not susceptible of being iiiultiiiiied at pleasure. 
Such commodities no doubt are exceptions (!) There is another 
Law (!) for that much larger class of things which admit of in- 
definite multiplication. But it is not tlie less necessary to con- 
ceive distinctly and grasp firmly the theory of this exceptional 
case (! !) In the first place it will be found to be of great as- 
sistance in rendeiing the common case more intelligible. And 
in the next place, the principle of the exception stretches wider, 
and embraces more cases than might at first be supposed.” 

Now this Law which Mr. Mill treats as accounting for this 
exceptional case, by his O'wn admission, governs the Value of 
Labour^ — the rate of discount,"^ or the Value of Money and 
Credit—the whole Foreign trade of the conn try ^ — and tlie value 
of all other commodities at any particular time,® He afterwards 
considers ® some “ peculiar cases ” of value and says “ there would 
be little difficulty in finding other ‘ anomalous cases ’ cases of 
value.” Now if, according to Mr. Mill, the whole iffienomena 
of Economics are made up of “ exceptional cases,” “ peculiar 
cases,” and “anomalous cases,” what lemains for the general 
body of the science ? Absolutely nothing ! 

So Mr. Carey after maintaining as a fundamental dogma that 
Labour is the sole cause of value says — “ Peails may he found 
by those who do not seek them, and meteoric iron may he a gift 
to those who little anticipate its reception, while others may 
seek for pearls, or dig for iron, witliout profitable results. These 
are accidents which do not, in the slightest degree, militate 

^ Moo/j lii , di. 2, § 4 ® ^ool m , di, 2, § 5. s Bqq]^ ^ ^ ^>4 2 g 

f Bool^ ik. di IS. ® Booh hi., di 3, ^ 1. 6 £qqJc c/i. 16, 
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against the assertion that all value is the result of labour. Mine 
hundred and iiinety-nine out of every one thousand parts of 
those annually created are so, and the exceptions are too slight 
to be deserving of consideration. They are just sufilciently 
numerous to prove the rule ! ! ” 

'Now, leaving out of consideration that not the hiindredtli 
part of things of value have any labour associated Tvith llieni 
at all, such methods of treating a science are simply a burlesque 
oil science. Tlie}^ shew either that the writers are utterly igno- 
rant of the commonest principles of Matiiral Philosophy,, or 
that they are not in earnest in writing on Economics. 

Any scientific person, therefore, who had no special knowledge 
of Economical subjects, but who was simply informed of the 
method of reasoning adoj)ted, would instantly condemn it. 

Ricardo and his followers break up Economic phenomena into 
several distinct classes of cases, and they assei’t that there is a 
distinct fundamental law of value for each. Their object is to 
discover wlieve the values of things will rc^t. It may be said 
that the whole s])irit of the Ricardian school of Economists is 
to treat it as a Statical science. But this is a most manifest 
fundamental error, and it was clearly seen liy an eminent philo- 
sopher who never devoted himself specially to the subject. 
Sir John Herschel says ^ One great source of error and 
mistake in Political Economy consists in to re- 

gard its prohUms as Statical rather than Dynamical m their 
characterP 

Sir John Herschel has exactly described the fundamental 
defect of the whole Ricardo-Mill system of Political Economy. 
It is quite clear that Economics is a Dynamical, and not a 
Statical, Science. The relations of Exchangeable Quantities 
are in a state of peiqietnal variation, and tlie great problem of 
the science is to discover the single General Law of these varia- 
tions. 

That this is the true problem in the science was clearly seen 
by Francis Horner, who says in some letters to Sir James Mac- 
kintosh® — The theory of prices and their variations is the 
darkest part of our system. ... A statist does nothing 
for philosophical economy unless he ascertains and describes 

^ Discourses : Demem of Quetelet on Frohahilities, p. 435. 

2 Me^iioirs of Francis ITorncr, OJiamhers's Fdit,, pp, 3 54-5. 
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changes^ and such relations among his details as are matter of 
fact.” 

'Now this is exactly the fundamental difference between 
Ricardo and Condillac, wdio were both agreed as to its 
general nature. Ricardo treats it statically, but Condillac treats 
it dynamically : he discusses the variations of values, and shews 
that they are reducible to a single general Law. 

Condillac, therefore, is the true founder of the dynamical 
system of Economics, and no one versed in ISTatural Philosophy, 
can have a moment’s doubt that it is the true one; and it is 
the one to which the majoiity of modern Economists are rapidly 
gravitating. The fundamental defect of Condillac is that like 
the Physiocrates, he confines his inquiries to the material 
products of the earth, whereas in this work we bring all 
Exchangeable Quantities of whatever nature under the same 
General Law, 

The same distinguished philosopher whom we have already 
cited as condemning the Ricardian system of Economics, says ^ — 
“In the foregoing pages we have endeavoured to explain the 
spirit of the methods to which, since the revival of philosophy, 
natural science has been indebted for the great and splendid ad- 
vances it has made. What we have all along most earnestly 
desired to impi'ess on the student is, that natural philosophy is 
essentially united in all its departments, through all which one 

SPIiUT BEIGNS, AND ONE METHOD OP INQUIRY APPLIES.” And 

we have seen above ^ that Mr. Mill himself says — that the back- 
ward stale of the Moral Sciences can only be remedied by a])ply- 
ing to them the methods of Physical Science duly extended and 
generalized,” Now this is exactly the standard by which we 
judge the Ricardo-Mill system of Economics. The question in- 
volved in the acceptance or rejection of its system is no slight 
one^ — Ricardo and Modern Science cannot stand together. If we 
are to receive Ricardo and his school, Bacon has written in 
vain, and the Continuity of the Sciences which he was the first 
to inculcate, and so many eminent men have adopted and 
sanctioned since, is utterly broken. If the Rioardo-Miil system 
of Economics be true, all Physical and Mathematical Science is 
shaken to its foundations : for here is a new order of Variable 
Quantities treated in a manner utterly repugnant to the General 

' Discourse on the 8tudy of ]<fatural Fhtlosojihy^ j) 219, 19 
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Theory of Variable Quantities. If then we are to believe in 
Ricardo and Mill, we nnxst sweep away the whole of modern 
science since the days of Galileo, and go back to the physics of 
Aristotle: for the method of Ricardo and Mill is the worst 
method of the Aristotelian Mechanics protruding itself into the 
latter half of the nineteenth century. But our duty in the 
future parts of this work will be to sweep away and annihilate 
all these false distinctions, and to shew, in strict accordance with 
the Principle of the Continuity of the Sciences, the Law of Con- 
tinuity, and the whole of modern Inductive Science, that there 
is but one general Law of Value for all Economic Quantities 
in all ages and in all countries ; and thus by reverently following 
the piecepts of the mighty prophet of Inductive Plnlosophy, 
and the example of the immortal creators of the various Induc- 
tive Sciences, by generalizing its Fundamental Conceptions 
and axioms, it will be seen that Economics, a Moral Science, is 
fitted to take rank, by the side of Mechanics and Optics, as 
a great ^‘POSITIVE” INDUCTIVE SCIENCE. 
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THE THEORY OF THE COINAGE. 

Meaning of Bullion — Coin — Mint Peice and Mabket 
Peice — What is a Pound'? — On a Douule Stand aed 
— On a Seignoeage — Of a Decimal Coinage. 

1. Having in the preceding chapters completed the Inductive, 
or Theoretical, portion of Economics, that is the ascertainment 
of its General Conceptions and its General Law, or General 
Equation, we now enter upon the Deductive, or Practical por- 
tion, or the application of the conceptions and principles we 
have investigated Inductively, to the explanation of Economic 
phenomena. Economics is the Theory of Yalue in general ; but 
universal custom has found the convenience of expressing all 
values in terms of one medium, viz: — Money or Credit. It 
seems therefore the natural order of the subject to commence 
the Deductive branch of the subject by investigating the Theory 
of Money and Credit. In this chapter, therefore, ^Ye shall inves- 
tigate the Theory of the Coinage, and in the following one we 
shall investigate the Theory of Credit, which in this and many 
other countries has largely replaced money as a medium of 
exchange. 

2. Most nations, even the rudest, have felt the advantage of 
employing some substance to perform the functions of a 
currency. We have noticed, in a former chapter, most of the 
substances which have been used for this purpose by different 
nations, A metal, however, of some sort has been found to 
possess the greatest advantages, and of these, gold, silver, and 
copper, have been chiefly preferred. 

Gold and silver, however, in a perfectly pure state, are too soft 
to be used for this purpose, and it is necessary to mix some other 
metal with them to harden them, -which is called alloy. By a 
chemical law, whenever two metals are mixed together, the 
compound is harder than either of them in a pure state. 
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When gold and silver are in the mass, they are called Bin.LioN^ 
which, of course, may be of different degrees of fineness. Tint 
as tlie laws of all countries in which bullion is coined into money 
define the quantity of alloy to bo mixed with the })urc metal, we 
shall use the word Bullion lo mean gold, or siher, in the mass, 
mixed with such a proportion of alloy as is ordered by law, so 
as to be fit to be coined. 

3. In England, standard gold bullion is made in the propor- 
tion of 11 parts of pure metal to Lpart of alloy. Silver bullion 
contains 11 ozs., 2 dwts., or 222 dwts. of pure silver to 18 dwts. 
of alloy. This standard lias been used in this coimliy from the 
reign of William the Conqueror to the present time, with the 
exception of a very sboit period of confusion from the 34th 
Henry YIII. to Elizabetli. It is called tlie “ Old right standard 
of England ” or Sterling; and as the Sovereigns of England, 
tliougli they sometimes reduced the weight of the coin, never 
with the slight exception just mentioned, tampered with the 
quality of the metal, sterling came to signify honest and true, 
or to be depended upon. 

The purity of gold is measured by 24tli parts, called Carats, 
Since the 6th Edward YL the bullion used in England for 
making money is 22 carats fine, or one twelfth alloy. This is 
called Croioi Gold, 

In France and those countries wliich have adopted a decimal 
coinage, bullion is made of 0 parts fine metal and 1 part alloy; 
but it is found in practice that the English proportion gives 
greater durability to the metal, and therefore is better for 
coinage. 

4. Some nations have used Bullion as a circulating medium; 
but the merchants of those nations were obliged to carry a])Oiit 
with them scales and weiglits to weigh out tlie bullion on 
each occasion. This was usual among the Jews. In some 
countries it is necessary both to weigh and assay the bullion 
at each operation, which, of course, is a great impediment to 
commerce. 

Other nations adopt a more convenient practice. They divide 
the bullion into pieces of a certain definite weight, and affix 
some public stamp upon it to certify to the public that these 
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pieces are of a certain fixed weight and fineness, and they give 
them certain names, by which they are commonly known. 

These pieces of bullion, with a public stamp upon them to 
certify their weight and fineness, and called by a publicly-recog- 
nized name, and intended to be used for the purposes of com- 
merce without further examination, are called Coins. 

5. When nations discontinued the practice of direct barter, 
and adopted the precious metals as a measure of value, the 
expedient of cutting the metal into pieces of definite weight and 
fineness seems so obvious, that we should naturally expect that 
coining was invented by those nations which first adopted the 
precious metals as money. 

Strange as it may appear, however, it is certain that this was 
not the case. Silver and gold were nsed as measures of value 
for ages before coining was thought of ; and there is every 
reason to believe that coining was invented by a people who, up 
to the time of inventing it, did not use silver and gold as money; 
and coining was practised by them for centuries before it was 
introduced among nations who had nsed the precious metals as 
money for ages. 

It has, indeed been disputed whether money, or coin, was in 
use in Homer’s day, some contending that coins were meant in 
some passages which are so well known that we need not quote 
them. But all critics of authority are now, we believe, agreed 
that there is no allusion to money either in Homer or Hesiod. 
We ourselves, having gone over the Iliad for the express piupose, 
are satisfied that there is not the faintest allusion to anything 
like money in it. 

Not only do we find no allusion to money in Homer, but 
the words significative of wealth give no preference to the 
precious metals above other things ; on the contrary, they are 
comparatively seldom mentioned. The Homeric words ex- 
pressive of wealth most frequently refer to cattle, or horses, or 
agriculture. Thus we have TroXvpprjv, TroXvjSovrrjQ, TroXvirnroc^ 
fiXoicriayoc<) iroXvTrajxbiV^ a(j>V€iO£, TroXvKr^fXMy^ 7roXv\7]iog. In Iliad 
vii. 180, and xi. 46, are almost the only instances in which gold 
is especially alluded to as wealth, iroXv^pvaow M.vKi]vm* When 
the Greek and Trojan leaders send spies to discover the plans 
of the enemy, neither of them promises money as a reward. 
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NTeslor, llmd x., 215, promises to the successful spy a black ewe 
with its young, a matchless gift; and Hector x., 305, promises 
on his side a chariot and a pair of horses. 

0. The Homeric poems were probably written, according to 
the best authorities, about the beginning of the ninth cem 
tury, B.C. At that period, therefore, we have seen that there 
was no money of any sort in Greece, nor even were gold and 
silver used as measures of value. But soon after this, though 
how long we cannot say, a currency of a curious nature came 
into use throughout Greece. They used large iron and copper 
nails, called ofteXla-Koi^ of such a size tliat six of them made a 
handful, and when silver was substituted, the standard silver coin 
of the Greeks derived its name fiom the fact that it was of the 
value of a handful of these nails. They are mentioned by 
Plutarch in his life of Lysander, § 17. He says that Lysander 
sent a quantity of gold and silver money to Sparta, by Gylippus, 
who stole a part of it, and this being discovered, made the 
chief Spartans demand that all the gold and silver should be 
sent away as a foreign nuisance, and that they should use nothing 
but their own national com, which was, of iron, and tempered 
with vinegar, so as to render it useless for any other purpose. 
And he says — Probably all the money in former times was of 
this kind, for they used iron skewers as money, and some used 
copper ones. Whence it comes that even now a quantity of 
small coin is called oboliis, and a drachma is six oboli, because 
the hand can grasp that number.” We shall see below that 
Pheidon, who introduced a silver coinage into Greece, collected 
a number of these skewers, and laid them up in the Temple of 
Juno, at Argos, as a curiosity. 

7. Although Pollux says that the invention of coining was by 
different writers attributed to four different persons, or peoples, 
the claimants for this honour are practically but two — Pheidon 
of Argos, and the Lydians. The majority of ancient authorities 
attribute it to Pheidon, king of Argos. Thus the historian, 
Ephorus, is quoted in two places by Strabo. In VIII., 6, he says, 

“’’^(popoc ep Alylvri apyvpov Trpwrov KOTrfjyai vtto 

^^firropetop yap yeviaduL Tvapa T))v XvTrporriTa Trjg apdpmTViiiv 

QaXarrovpyovvTmp ipLTropucwQ,'*^ 
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JEJphorus says that silver laas first coined in yEyhia by 
hPlieidon, For the Island became a commercial portj as the 
inhabitants loere obliged to betake themselves to maritime com- 
merce^ in consequence of the sterility of the landl Also in 
VIIL, 3:— 

KaJ fiirpa i^evps ra ^eiCMveta KaXovfieva, iccd crradfiovCy kcd 
vofiLfffia }C£')(ctpay fiEvov to te aWo kal to apyvpovyi 

“ And he invented the measures^ ccdled the Fheidonian ones^ 
and loeights^ and coined money of silver^ and other kindsi 

The Ftymologicum Magnum^ Tinder the title ’OjoeXlcrkogj 
says — 

^^IlarTijjy 3e TrpwroQ ^eldojv Apyelog v6fjLi{Tya ekOxLey kv Alytvij^ kal 
Sovg TO vojj.Lorpia kal ayaXajSojy tovc ojjeXla-kOvQ^ aidOrjkE Ty ev’^Apyei 
^Ep^I 

And Pheidon of Argos loas the first who ever coined money ^ 
which he did at JEgina^ and he both put money into circula- 
tion^ and loithdreu) the skeioers, and laid them up in the temple 
of Juno at ArgosI 

And in accordance with this, -^lian says, Var. Mist. XII^ 
10. Me AEJginetis : — 

“ Kai TrpwTOL vopncrixa EKOipayTO^ ml Vi avTcov ekXijBrj vSjuiafJLa 
AlyivalovI 

And they were the first who coined money ^ which^ too^ is 
from them called AEgmcmn money I 

So also the Parian Marble says, Clinton^ s Fast. Mellen. L 
247 :~ 

ov ^ . bisiv 6 ^Apyeiog iorjjJLEvc .... f ... . vEakevaae^ 

ml vojJLLU'fJLa apyvpovv ev Aiyivy kiroiricTEvI 

All these authorities, therefoie, are perfectly clear that Pheidon 
of Argos was the first who coined money, which he did at 
JEgina ; and the reason why he set up his mint at AEgiiia, is 
very plainly given by Ephorus, as quoted above, because it was 
a great commercial port, and, therefore, it was most wanted 
there for the convenience of commerce. 

The period at which Pheidon lived has been a subject of 
much dispute. For w^hile some carry it back so far as 865, 
B.C,, others bring it down to 783-744, B.C. The question is 
fully discussed in the first Appendix to the first Volume of 
Mr. Clinton’s Fasti Mellenici; and in his opinion, the latter is 
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the true date. Aud in this decision all scholars now acquiesce. 
We may, therefore, place the introduction of coined nioiiey by 
Pheidoii ill the first half of the 8th century, 13.C. And there is 
a veiy probable reason why he should have invented it. At 
this peiiod lie was by fiir the most powerful sovereign in Greece. 
Argos was the metropolis not only of the Peloponnesian Dorians, 
but also of the Asiatic Dorian colonics. The Doiiaiis carried 
on a very large commerce vith the Pha'nicians, and it was 
from them that Pheidon adopted his system of Aveights. Prom 
time immemoiial there liad been two standard av eights used in 
Assyria, the Babylonian and the Eiiboic talent. The Dorians 
traded Avith the Plicenicians, and adopted tlie Babylonian talent. 
The Ionic Greeks adopted the Euboic talent. As BEgina u^as 
the great commercial depot, this talent Avas afteinvards called 
the iEguia?an talent. The Assyrians at this jieriod had no 
coinage. And Pheidon introducing the system of Babylonian 
AA^eiglits into Greece, seems to have invented a system of measures 
of his OAAUi, Avliich Avere called after him, and also a silver 
coinage, to supersede the clumsy iron and copper nails, or 
skewers, then used as currency. The Spartans, however, avIio 
at this period Avere a subordinate, hut independent tribe of 
Dorians, steadily refused the new invention of a silver coinage, 
probably from jealousy, and adhered to the old iron skeAvers. 
They retained this iron money to a comiiaratively recent period. 

8. The account of the iiiventioii of coinage just gh-eii, seems 
to be iiatuial and probable. There is, hoAVCA^er, a passage in 
Herodotus which seems to contradict it. He says, I., 94, speak- 
ing of the Lydians, 

Hpwrot oe cb'dpttTrwr, raiy //gstc v6fiL(TiJLa')(pvcrov kcd lipyvpov 

KO\hcj fisroi ky(pi}(7avTO?'‘ 

“ And they loere the first men^ we hioio ofi who coined and 
tised gold and silver money 

This has ahvays been supposed to mean that the Lydians AA^ere 
the first Avho invented coining, and that they used a double 
standard, as it is called, of gold coins and silver coins. If this 
be the case, the authority of Herodotus is against the claim of 
Pheidon, and though it is someAvhat singular that Julius Pollux 
does not mention this passage, he says that Xenophanes of 
Colophon assigns the invention to them. 
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It occurs to us, liowever, that there may he a means of recon- 
ciling the apparent contradiction between Herodotus, and the 
writers already cited as attributing it to Pheidon. It seems to 
us that the passage will bear a different construction from that 
invariably put upon it. For in Greek when kuI is used to connect 
two qualities, it means that the thing spoken of partakes of both 
these qualities at once. Thus, as the month began in the middle 
of a day, the last day of a month was called evr] ml via the new- 
and-old day, because it belonged partly to one month, and partly 
to another. So there are many other examples. Now if we 
apply this principle to the passage in question, it would mean 
not that the Lydians were the first to coin gold money and silver 
money in separate coins, but that they were the first who struck 
a coinage of a mixtube of gold and silver. 

Now %ve find that this rendering of the passage, which is the 
genuine Greek idiom, exactly tallies with the fact. The Lydians 
had a coinage of iiXetcrpov^ or electrum, which is a mixture of gold 
and silver, in different proportions, but usually three parts of gold 
to one part of silver. And this material was generally adopted 
throughout the western states of Asia Minor for their coins. ^ 
Several of these coins are in the British Museum. 

Such is the solution of this apparent contradiction, which we 
offer to our readers for them to consider its probability. We 
offer it with the greatest diffidence, because it seems to us that 
if it be the true solution, it is so simple and obvious that it could 
hardly have escaped the notice of the many able and acute critics 
and writers, both on Herodotus and Numismatics.^ 

9. It may almost appear superfluous to remark that this stamp, 
or certificate, in no way effects the value of the metal, or the 

Encydo Bi it.^ Art Numismatics. 

^ Since tliis view, wliicli is not given l>y any German or Englisli edition of 
Herodotus that we have seen, was published m our TjicUonanj of PoUtical Economy^ 
Art. Coinage, we have submitted it to two distinguished scholars who have given it 
their approval. Mr. Eegmald Stuart Poole of the Numismatical Department of the 
British Museum, and author of the aiticle Numismatics m the Encydopcedia 
Bntannica, gave it his unhesitating approval, and said that if he had Icnown of it 
sooner, he would have introduced it into his aiticle on Numismatics. Dr Reich el, 
also, Vicar of Mullingar, formerly Professor of Latin in Queen’s College, Belfast, 
one of the most distmguished scholars and ornaments of the Irish Church, also 
expressed to us his approval of it : we have therefore the greater confidence that it 
is right. 
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quantity of tilings it will exchange for. Its only object is to 
save tile trouble of weighing and assaying the biiliioii in com- 
mercial transactions. Xor can the name of the com in any way 
affect its value, Yalues, it is true, are estimated in the number 
of these jiieces of bullion, or coins, but it is perfectly clear tliat it 
is necessarily implied in the bargain that these coins shall con- 
tain a certain definite quantity of bullion. 

ISTevertheless, although this seems so perfectly clear, it is a 
confusion on this point which is at the root of ail the extrava- 
gances of the currency question, which have so long vexed the 
public ear. They almost all arise from confounding the name, 
or denomination,^ of a coin, with its value, its name with its 
purchasing power ; and from supposing, that if the Legislature 
chose to call a shilling 2^ pound, that therefore a shilling wmuld 
have the value of a pound. Any one who will brand on his 
mind the simple principle, that although the stamp gives the 
coin currency, it is the weight of bullion alone which gives it 
value, will be able to steer his course safely through all the 
shoals and quicksands of monetary controversies. 

We shall see, a little further on, that calling the reader’s 
attention to these self-evident truths, is not so superfluous as it 
may appear at present. 

It is also perfectly evident, that if this process of stamping 
bullion, and so turning it into coin, is done free of all expense, 
at the will of any one who chooses to present bullion, and 
demand to have it stamped, and also without any delay, the 
value of the metal as bullion must be exactly the same as the 
value of the metal as coin. 

If, however, a charge is made for the workmanship, or if any 
tax is levied on changing the metal from one form into the other, 
or if a delay takes place in doing so, there will be a diflerence 
between the value of the metal as bullion and as coin, and this 
difference will manifestly be the charge for the workmanship, 
the amount of the tax, and the quantity of interest accruing 
during the period of delay. 

These, however, are all fixed, or constant quantities, which 
may be ascertained, and they foi*m the limits of the variation of 
the metal in one form from its value in the other. 

In the following remarks -we shall assume that there is no 
charge for the workmanship of coining, no tax upon it and no 

2 n 
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delay in doing it, no obstruction, in short, of any sort to changing 
the metal from one form to another. 

If in any particular cases obstructions should occur, the 
necessary corrections must be made thioughout the course of 
the following leasonings. 

Upon the assiuiiptions, then, above stated, w^e have this 
fundamental principle of the coinage : — 

Any quantity of metal in the form of Bullion must he exactly 
of the same value as the same quantity of metal in the form of 
coin, 

, On the meaning of the Mint Pkicis and Market Price 
of Gold and Sdver, 

10. As the very purpose of coining is to certify that the pieces 
of bullion are of a certain definite \veiglit and fineness, it is 
evident that any fixed quantity of bullion, as a pound weight, 
must always be divided into a fixed number of coins. 

The number of coins into lohich a given quantity of huUion 
is divided^ is called the Mint Price of that quantity ofhuUion. 

It is perfectly clear, then, that the Mint Price of Bullion is a 
fixed quantity ; it can by no possibility vary, until the same 
quantity of bullion is coined into a different number of coins. 

To alter the Mint Price of Bullion is merely an expression lohieh 
means an alteration in the standard weight of the Ooinage, 

To suppose that the Mint Price of Bullion could vary is mani- 
festly as great an error as to suppose that a hundred-weight of 
sugar can be a different w^eigbt from 112 separate pounds weight 
of sugar : or that any quantity of wine in a hogshead could be 
different in quantity from the same quantity of wine in bottles : 
or that a loaf of bread could alter its weight by being cut up 
into slices. 

Until recent times, wdien more attention has been paid to the 
state of the coinage, these coins might circulate for a considei*- 
able time in a country, and lose much of tlieir w^eight, without 
losing their value. People were so accustomed to attach a cer- 
tain value to the sight of a particular coin that, unless they were 
money dealers, they did not stop to inquire too curiously whether 
it was of exactly of the proper weiglit or not. In fact, when a 
coinage has been some time in use, few people know what 
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tlie legal weights of the coins are. Many, for instance, do not 
associate the idea of a pound with any particular weight of 
bullion, and thus, in exchange for commodities and services, coins 
may pass at their nominal value for a considerable time after 
they have lost much of their weight. Thus Shakespeare says ^ 
’Tween man and man, they weigh not every stamp, 

Though light, take pieces foi the figure’s sake ” 

When coin has been some time in circulation, it must neces- 
sarily lose much of its weight from the wear and tear of circula- 
tion, even if it be not subjected to any bad practices, such as 
clipping, which used to j^roceed to a great extent in this country 
formerly, as will he shewn a little furtlier on. So late as 1810, 
when the last great reformation of the coinage took place in 
England, the greater part of the metallic ciiciilating medium 
was nothing but a thin wafer of silver, from which all traces of 
an impression had long since vanished, and it was reduced to 
scarcely more than half its legal weight. 

Coins might circulate hi a country for some time after they 
had lost some of their weight, without any perceptible change 
in their value with respect to ordinary commerce, hut when 
they were given in exchange for bullion the case would be 
different. As the value of bullion is measured weight for 
weight with the coins, it is clear that if the coins have lost their 
weight, a greater number of them must be given to purchase 
any amount of bullion than if they are of full weight Thus, if 
the Mint Price of silver bullion be 5s. 2d. per ounce, or if that 
be the quantity of coin into which an ounce of silver bullion is 
cut, then, if the coins have lost their proper weight from any 
cause, it is clear that more than 5s. 2d. must be given to purchase 
an ounce of bullion. It may perhaps require Gs., or even more, 
to buy an ounce of bullion. 

Now, the quantity of coin at its full legal weight, which is 
equal to a given weight of bullion, is called its Mint Price, but 
the quantity of the current coin which is equal to it in weight 
is called the Market Price; and as if the coins are diminished 
in weight, more of them must be given than if they are of full 
weight, the Ma7'Icet Price will apparently be higher than the 
Mint Price^ and this is called a rise of the Ma^^ket Price above 
the 3£mt Price, 

‘ Cymhehne, Act y Sc iv, 

2 11 2 
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Tins expression j liowever, lias given rise to miicli error. The 
plain meaning of it cleaily is, that six of the current coins are 
only equal to what 5s. 2d. ought to be, which merely means, 
that the current coinage is deficient by l-6th of its legal weight. 
Thus, in reality, we see that it is peifectly clear that the rise of 
the Market Price is due to the depuecixITIon of the coinage. 

Hence we obtain this fundamental law of the coinage — 

TFAen the MarJcet Price of Bullion tUcb above the Mint 
Price^ the excess is the proof and the measure of the depreciation 
of the coinage. 

In fact, this apparent rise of the Market Puce is due to just 
the same cause as has made the Mint Pi ice of Silver bullion 
apparently rise from £\ in the days of William the Conqueror, 
to £3 2s. in the present day. It is merely that the same quantity 
of bullion is cut into a greater number of pieces, and, con- 
sequently, each piece must be proportionally diminished in 
weight, or depreciated. 

The Market pi ice of bullion could never fall below tlie Mint 
Price, unless there was more bullion in the coins than theie ought 
to be, and, of course, in such a case, the difierence in the Market 
price below the Mint Price Avould be the proof and the measure 
of tlie excess of the corns above their legal weight. 

1 1 . If the coinage of a country fall into a degraded state, from 
long wear and tear, and a new coinage of full weight be issued, 
and allowed to circulate along wnth it, one of two efiects must 
inevitably follow. Either those persons who have commodities 
to sell will make a difference in the nominal pi ice of articles, 
according as they are paid in the full weighted or the degraded 
coin ; that is, the degraded com will be at a discount as com- 
pared to the heavy coin ; or, if there be a law to prevent this, 
and to make both pass at the same value, bullion dealers will 
immediately collect all the full-weighted coins they can, and melt 
them down into bullion, or export them ; so that the netv coinage 
will quickly disappear fiom circulation. 

If persons, in selling their goods, are paid in light coin, as 
they wish to secure a certain weight of bullion in exchange 
for them, they would, of course, require a larger number of 
the light pieces than of the heavy ones, so that prices wmuld 
apparently rise if paid in light money. In such a state of things, 
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the prices of goods are, in a certain sense hotitious- 
ot light pieces are presumed to have the same value i 
number of heavy ones. The weight of bullion g 
change for commodities, is expressed in a greater 
figures than it ought to be, and, if the law prevei 
ierence being made between heavy and light piece 
number of heavy pieces will purchase no more. This 
an anomaly in commerce, as it would be to say in arit 
three were equal to four. But the consequence is ver 
four pieces of coin will only purcliase as many com 
three ought to do, no one will turn bullion into coin 
a disadvantage. On the contrary, as bullion would 
much in value, it would be sent to other countrie 
would purchase a greater amount of commodities, 
degraded state of the coinage during the last centin 
ket Price of silver always considerably exceeded the 
Adam Smith says that the Market Price of silver r; 
5 s. 4d. to 5 s. 8d. an ounce before the re-coinage. An 
stated in the second Report of the Lords’ Committee 
in 1'797, p. 257 : — But as the Mint Price of silver 
been, during nearly the whole of the present centur 
ably less that the Market Price of this precious metj 
bullion imported could not be converted in coin, but, 
a quantity sufficient for the use of our manufacturers 
again been exported, and did not contribute in t 
degree to augment the coin of this kingdom.” hi 
every one would try to pay his debts in the cheapest 
at the least expense to himself, it is evident that he w 
try to pay them in the worst coins in circulation, an 
either hoard the good coins, or send them to foreign 
If, while t]]e Bank of England were subject to tl 
law of being compellable to pay notes in exchange fo 
their present rate, the Market Price of bullion were t< 
the Mint Price, it would, in a short time, be fatal to 
for while their notes, which represent coin, would 
diminished quantity of bullion, they would be cor 
pay full weight for them, a process which woiiL 
exhaust their bullion, for nobody would be content to 
notes in his possession which would only pass for 15s.^ 
market, when he could compel the Bank to give 
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Siicli a state of tbiags would, therefore, necessarily cause a run 
upon the Bank, which would not stop wdiilo any of its notes 
remained out, or until the value of the note wais restored to par. 
It was such a state of things vhich compelled the Bank to stop 
payment in 1697, tliiee years after it w^as founded. The Bank 
received all the worn and clipped coins at their full nominal 
value, and gave their notes in exchange for them; when the new 
coinage came out, they were called upon to pay these notes in 
the new coinage, which, of course, produced a great tleinand 
upon them, which compelled them to stop. And the same state 
of things was grievously felt about 1774, and is the true expla- 
nation of the difficulties mentioned by Adam Smith, which he 
attributes to over-issues by the Bank. 

During Sir Robert Peel’s administration, in 1844, the currency 
was beginning to exhibit symptoms of depreciation from its 
wear and tear. Owing to the effective measures taken by him, 
it is now almost universally of full weight, and the deficiency in 
most cases is so slight, that it is not observable in ordinary 
transactions. The Bank of England, howevei', w'ained by ex- 
perience, weighs rigidly every single sovereign paid into by its 
customers, and does not credit them with more than its value as 
bullion. Other banks in London find it impossible to maintain 
the same strictness with their customers, so that, if they pay 
the money they receive m the course of their business into their 
account with the Bank of England, they generally incur some 
loss. 


12. These considerations lead us to a fundamental and uni- 
versal law in Economics, which has been found to be true in all 
countries and ages — That had money drives out good m07iey 
from drcukition; or, as it is expressed in an anonymous 
pamphlet, A reply to the Defence of the BaoiJc, setting forth the 
imreasonableness of their slow payments, Londox, 1690. 

Whe7i two sorts of coin are curirent in the same nation of 
like value by denomination^ butnotinkinsically^ that which has 
the least value will be current^ and the other as much as possible 
will be hoarded f or exported, we may add. 

The fact of the disappearance of good coin in the presence of 
bad, was noticed by Aristophanes ; and was long the puzzle of 
financiers and statesmen, who continued to issue good coin 
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fxom the Mint, and were greatly perplexed by its immediate 
disappearance, till Sir Thomas Gresham explained the cause, 
whence we have called it Gresham’s Law of the Currency. 

This daw is of such fundamental importance in Economics, 
viz., 2Vu(t (food and hud com cannot circulate together^ hut the 
had coin wdl drive out the good, that it may he interesting to 
quote the passage which contains the earliest notice, that we 
are aware of, of tlie phenomenon. During the extreme distress 
caused by the Peloponnesian war, Athens had for the first time 
issued a debased gold coinage ; the consequence was that the 
good coin immediately disappeared from circulation. Aristo- 
jfiianes, Frogs, VG5, says: — ^‘The State has very often appeared 
to us to be placed in the same position towards the good and 
noble citizens as it is with regard to the old cmrency and the 
new gold ; for we make no use at all, either at home or abroad, 
of those 'which are not adulterated, but the most beautiful of all 
money, as it would seem, wdiich are alone wGl coined and ring 
properly, but of this base copper, struck only yesterday, and 
recently, of a most villainous staini). And such of the citizens as 
we- know to be weli-boin, and prudent, and honorable gentlemen, 
and educated in the paltestra, and chorus, and liberal knowledge, 
we insult. But the impudent and foreigneis, and the base born, 
and the rascals, and the sons of rascals, and those most recently 
come, w e employ.” This law, thus first noticed by Aristophanes, 
has been found to be true in every age and country. 

It is also from the same principle that a paper currency is 
invariably found to expel a metallic currenev of the same deno- 
mination from circulation. And to show the generality of the 
principle, it was found in America that when a depreciated paper 
currency had diiven coin out of circulation, and a still more 
depreciated paper currency w^as issued, the more depreciated 
paper drove out the less depreciated from circulation. 

1 3. It may, perhaps, be worth wdiile to advert to an error, which 
is by no means unfrequent. Some writers contend against 
the price of gold, as it is called. It is now acloiowledged by 
every one that it is a great Economical error to attempt to fix 
the price of any articles. Some writers contend that it is an 
equal error to Jix the pi ice of gold. But those who do so over- 
look a very important consideration. The word price,” except 
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in the single instJince Mint Price/’ always denotes the <]iianlity 
of one article which is used as a measuie ^\hlch is gi'ien for 
another article of a different nature. Thus we say that the 
price of a bushel of corn is Gs., wlien the silver, the substance 
of whicJi sliillings are composed, is of a diftereut iiatui e from 
coin. But, in the expression 2ftnt Price of bullion^ it always 
means the value of bullion expressed in coin of the same metal. 
Thus the Mint Price of gold bullion means its price expiessed 
in gold coin, and the Mint Price of silver bullion means its pi ice 
expressed in silver coin. 

These considerations shew that so long as the coins retain 
their full legal weight, the Market Price of bullion can by no 
possibility vary from its Mint Price. If the law requires an 
ounce of gold to be coined into £3 I'Zs. 10-]-d., so long as the 
coins contain their proper weight, it can make no diffeience in 
the Market Price whether gold becomes as plentiful as iron, or 
as scarce as diamonds, for the money always continues of the 
same weight, whatever be the abundance or the scarcity of 
bullion. The value of gold may vary wdth respect to other 
things ; it may purchase more or less bread, or meat, or clothes, 
or anything else at one time than another ; but it is absolutely 
impossible that its value in bullion can differ from its value in 
coin. To suppose that it could, would be as irrational as to 
suppose that because bread became very abundant, or very scarce, 
a loaf of bread could differ from itself in weight when cut up into 
slices, or a cask of wine differ from itself drawn off* into bottles. 

14. As, however, gold and silver vary in value. with respect to 
each other, and this variation may proceed, nominally at least, 
either from a dimunition in value of one metal, or from a 
depreciation of the coinage, we are enabled to devise a test 
by which to decide to which of these circumstance it is due. 
Thus, in the reign of William III., guineas rose to 28s and 8 Os., 
and silver buUioii rose at the same time to 7s. an mnee; one 
party stoutly contended that tins was due to the scarcity of 
silver. ISTow, this argument was absurd on the face of it, 
because, if silver had been extremely scarce as compared to gold, 
it is perfectly clear that silvef would have risen as compared to 
gold, and not fallen. Thai is, guineas would have sold for less 
than 28s. and not more. From the figures given above, this 



§ 13, 14 1 MINT PEICE AHD MARKET PRICE. 377 

argument was manifestly self-contradictory, because, as compared 
witli gold, silver had apparently in value, and as compared 
with silver money, it had apparently risen in value. 

Now it is quite clear that a dirmmition in vcdue of the coin 
cannot be followed by any difference between the Market and 
the Mint Price of bullion. By the meaning of the words Mint 
Price,” however plentiful, or however scarce, gold may be, an 
ounce of it in coin must always be equal in value to an ounce of 
it in bullion. On the other hand, a depreciation of the coinage 
must inevitably be attended by a rise in the Market Price above 
the Mint Price of bullion, because, however plentiful or scarce 
gold is, three-quarters of an ounce of it in coin can never be 
equal in value to one ounce of it in bullion. The case may be 
shortly stated thus : — Guineas may rise to 25s. in silver, either 
from a depreciation of the silver coinage, or from a dhninutlon 
in value of silver. What is the test? It is to be found in the 
Market Price of silver. If the silver coinage is debased, the 
Market Price of silver will rise above the Mint Price ; if it is 
diminished in value, it will not. 

The Mint Price of gold, therefore, in its modern meaning, is 
nothing more than a public declaration of the weight of metal 
the law requires to be in the coin, which accidental circumstances 
have caused to be considered as the legal measure of value in 
this country; and an alteration of the Mint Price of gold would 
be simply an alteration in the standard weight of the coin, and 
would be the same thing in principle as an alteration of the 
standard yard measure. Those persons who ridicule the idea of 
having the Mint Price of gold fixed, should, if they be consistent, 
also ridicule the idea of having the standard yard measure 
fixed. Those who wish to let the Mint Price of gold follow the 
Market Price, should also contend that every tradesman should 
have his yard measure of as many inches as he pleases, because 
when the Market Price of gold rises above the Mint Price, it is 
precisely analogous to curtailing so many inches of the yard. 
This fraudulent curtailment of the measure of value has never 
been done since Parliament has been the chief power in the 
Legislature. But it was constantly done in former times when 
the Crown was more despotic than'^it is now, so that the pound 
in the present day is curtailed of two-thirds of what it was in 
William I.’s time. 
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15. Ae alteration of the standard is a direct fraud upon debtors 
or creditors, according as it is raised or lowered ; because the 
essence of every contract is, tliat the debtor is to pay a certain 
weight of gold, and not so many abstract ideas which are called 
pounds. Hence, if while any contract is incomplete, an alteration 
takes place in the weight of the coins, if, when it is fulfilled the 
debtor only looks to the number of pieces, neglecting their 
weight, it is evidently a fraud upon the ci editor. Suppose a 
cloth manufacturer were under contract to deliver so many yards 
of cloth, and before the delivery took place, the law was to 
reduce the yard measure to 30 inches, surely the purchaser of 
the cloth would not he satisfied with reciving the same number 
of these diminished yards, simply because they were called 
yards,” as he bargained for. On the contrary he bargained for a 
definite length of cloth, and if, when the law diminished the yard 
to SO inches, it is also declared that the cloth manufacturer had 
fulfilled his contract w’hen he had delivered so many yards of this 
curtailed measure, it would be clearly a fraud upon the purchaser. 

It is clear, however, that this fraud and injustice would only 
extend to existing contracts. If the law were to reduce the yard 
in that manner, all contracts made subsequently to that law 
would adapt themselves to it, and the injustice would be just the 
more severe in proportion to the number and amounts of con- 
tracts existing when the change took place. But sujipose that, 
while the legal yard continued to be 36 inches, from the inatten- 
tion of Government to send round proper inspectors of measures, 
tradesmen had become so fraudulent as to cut off gradually 
several inches from their yard measure, and suppose that this 
was done so openly and universally, that numerous contracts 
were entered into, in these measures, which were known by both 
parties to be below tbeir legal length, so that contracts were 
subsisting that were made both in the pioper measure and in the 
diminished measure. Now, suppose that the Government being 
suddenly roused from its inattention, determined to enforce the 
legal length of the yard measure, it might become a question of 
some perplexity to decide whether equity would be more satis- 
fied by enforcing a general return to the original legal standard, 
or by lowering the legal standard to the average length of the 
yard m use. 

In concluding this part, we need only obseive that its prin- 
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ci]>ies are, of course, subject to great modifications when obstacles 
are interposed to the conversion of bullion into coin. And that 
ill several instances the value of bullion has differed immensely 
from the same quantity in coin. In the Eastern Archipelago, 
for instance, Spanish pillar dollars had long an almost exclusive 
currency. The people had such confidence in them, and were so 
accustomed to their use, that they would take nothing but them ; 
and as, of course, they were only coined in Spain, when the 
supply of them was deficient in the East, bullion fell to an im- 
mense discount as compared with the dollars. The very same 
thing happened in the Australian Colonies soon after the gold 
discoveries, before mints were established there. Sovereigns 
could only be coined in England, and there were no means of 
converting the gold into currency without sending it to England 
to be coined. Gold, consequently, fell to an immense discount 
as compared with sovereigns. After some time, however, mints 
were erected in several of the colonies, and a plan was adopted 
of issuing notes in exchange for bullion, and this difference was 
immediately rectified. 


What 2$ a Pound ? 

16. In the currency discussions during the great war, many 
curious notions were started as to what a “Pound” is. Sir 
Robert Peel asked the question — “ What is a Pound ? ” — and he 
found many who could give him no answer. There are a good 
many, we suspect, who do not know how a certain weight of 
gold bullion came to be called a “ Pound.” We shall now 
explain this. 

The original measure of value in France, England, and Scot- 
land, was the pound weight of Silver bullion. hTo coin, however, 
of this actual weight was ever struck. But the pound weight 
of bullion was divided into 240 coins called pence. Twelve of 
these pence were called a shilling, or solidus, and, therefore, 
twenty shillings, or solidi, made a pound. These 240 pence 
actually weighed a pound of bullion. 

ISTow, let us denote the pound weight of metal in the form of 
bullion by the symbol — ^ib., and the pound weight of metal in 
the form of coin by the symbol-— £. Then we have : — 

240 pence — 20 shillings == 1 £ == 1 lb. 
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Now, it is perfectly clear that^ if the pomicl weight of bullion 
were divided into a greater number of pieces tlian 210, that 
greater number would still be equal to the pound weight, and if 
we denoted by the symbol £, 240 pieces, or pence, irrespective 
of their weight, we should have the 1 lb. equal to 1 £, + the 
number of pieces above 240. 

Now, this is what has been done in the coinage of all the 
three countries above-mentioned. The Sovereigns of these 
countries were frequently in want of money to pm'sue their 
various extravagances, and, as they could not make more money, 
they adopted the fraudulent and surrei^titious plan of cutting 
the pound weight of bullion into a greater number of pieces, 
but they still called them by the same name. By this means 
they gained an illusory augmentation of wealth. As they could 
not multiply the quantity of the metal, they at various periods 
falsified the certificate. While they still called their coins by 
the same name, they diminished the quantity of bullion in them, 
and so coined more than the original number of pence out of a 
pound weight of bullion. 

The consequence of this was very manifest. As 240 pence 
were still called a pound or £, in money, whatever their weight 
was, and as more than 240 pence were coined out of a pound of 
bullion, the £, or pound of money, began to vary from the lb., 
or pound of bullion. This falsification of the certificate in- 
creased till the time of Elizabeth, when, instead of 240 pence, 
or 20 shillings, being coined out of the pound weight of bullion, 
no less than 62 shillings, or 744 pence, were coined out of it. 
Then we have manifestly 

744 pence = 62 shillings = £3 2s. = 1 lb. 

Now, as there are 12 ounces in one pound weight of bullion, 
it is evident that each oimce of bullion was coined into 62 pence, 
and hence, as the value of bullion is measured hy the ounce, 
the Mint Price of silver was said to be 5s. 2d. the ounce. 

Afterwards gold was used as a measure of value concurrently 
with silver, and gold pieces were struck and made to pass cur- 
rent as nearly as could be done at the value corresponding to 
the market values of gold and silver. Thus there was for a 
considerable time a double standard. 

The celebrated Locke, however, had pointed out that a double 
standard was improper, and that there ought to be only one 
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standard in a country. Sir Isaac Newton also pointed out in 
1717, that the coins were then improperly rated according to the 
market value of gold and silver, and that the effect of this would 
necessarily be to drive silver out of circulation. In consequence 
of his representations, the value of the gold coin was reduced, 
but not to a sufficient extent, and the consequence which he 
predicted took place. In consequence of gold, in coin, being 
still overrated, in comparison with its relative market value to 
silver, merchants, during the course of the last century, adopted 
the universal custom of paying their bills in gold coin in prefer- 
ence to silver, and thus gold became gradually to be considered 
as the measure of value in England. 

In 1816, this custom was adopted as the law, and gold was 
declared to be the only legal measure of value, and the pound, 
the legal tender, or measure of value, became the equivalent in 
gold of 20s. in silver. 

The pound weight of gold bullion was ordered to be cut into 
46 pieces of the value of 20s. or £l each, with a piece over, 
equal to 14-20ths and 6-12ths of l-20th, or the Mint Price of 
1 lb. of gold was fixed at £46 14s. 6d. 

But, as the value of gold is estimated by the ounce, the Mint 
Price of gold is fixed at £3 17s. 10-|-d. per ounce, and, as long as 
the coins are ordered to be coined of the same weight, the Mint 
Price cannot vary. 

It would he out of place here to give a history of the Coinage 
of England and Scotland, hut those who may feel an interest in 
the subject will find it in our Dictionary of Political Mconomy» 
But it is useful to have a table of the successive depreciations of 
the coinages of these countries to refer to, we therefore subjoin 
one. It will he seen that in England the silver coinage is depie- 
dated to the extent of to 1, compared to what it was at the 
time of the Conquest. 

In Scotland the last depreciation of the silver took place in 1738, 
when th e lb .weight of silver bullion was coined into £3 7 4s in money. 

In France, the depreciation proceeded to greater lengths still. 
The extraordinary variations in the Mint Price of gold and 
silver are much too long to be inserted here, but they will be 
found in our Dictionary^ Art. Coinage of France, It is suffi- 
cient to say that at the time of the Revolution the pound, or livre^ 
had been reduced in weight to the modern franc^ which was 
adopted as the basis of a Decimal Coinage. 
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Table showing the successive Depreciation of the Gold and 
to Silver^ in England and Scotland^ 


ENGLAND. 


Silver. 


Gold 


A.D 


Fineness 


Alloy 


Current 
Value, or 
Mint Pi ice 
of 1 lb 


Fineness 


Alloy. 


Cm rent 
Value, 01 
Mint Pace 
of 1 lb 


Patio of 
Gold to bilver 


2006 

1300 

1344 

1345 

1346 

1347 


1347 


1352 

1412 

1464 

1465 

1530 

1543 

1545 

1546 

1547 

1549 

1550 

1562 

1563 


1553 

1559 

1577 

1601 

1604 

1005 

1611 

1612 


Oz.Dwt 
11 2 


10 0 

6 0 
4 0 

6*0 
3 0 
11 I 


11 2 


jOz.Dwt 
0 18 


2 0 
6 0 
8 0 

6**0 
9 0 
0 19 


0 18 


£ s d 
10 0 
1 0 ' 3 
12 2 


12 4 

13 8 
lln halfpence 

13 5 
In farthings 
12 6 
In pence 
1 3 3 
!ln halipence 
13 5 
In farthings 
15 0 

1 10 0 
1 17 6 


2 5 0 
2 8 0 


4 16 0 


1 16 0 
2 0 0 
3 0 0 


3 0 3 

3 2 0 

4 2 6 


3 2 0 


Crs Gis 


23 3, 


,23 

l23 


23 2i\ 
22 0 


Crs Gis 


0 I 


0 I 
2 0 


0 i 
2 0 


15 0 0 
13 3 4 


14 0 0 

15 0 0 

16 13 4 

20 16 8 
22 10 0 
27 0 0 

25 2 6 


30 0 0 
34 0 0 
28 16 0 


36 0 0 


36 1 lOl 
36 10 0 


40 10 0 

44 11 0 
44 10 0 

40 18 4 


1 to 9 


» JJ 

f) 

}) 

■*} 

JJ 


Ills 

955 

573 

11 

^ ^ 955 


11 


10^° 

i3 

6L 

5^^ 


» 

5 > )1 

19 91 
99 91 
99 99 
99 91 


t)55 

"955 

llPi 

955 

11 

11 '> 

191 


I 19 *9 

I 

‘ 99 99 

99 19 

■ 99 91 


5924 

loy^ 

682 

5921 
■jO, 18 (} 
^ 17(10 


1 99 19 
• 99 9" 


5921 
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Silcer Coinn f/es, the Pvrtty of the Metal, and the Patio of Gold 
from the Coinjiiest to the present time. 


E N G L A N D—contiiiued 





Gold. 







Cui rent 



Fineness 

Alloy 

Value, 01 
Mint race 

Datio of 

Gold to Silvei 




of 1 Ib 



Crs. Grs 

Crs 

Gis 

£ s 

a 






j44 10 

0 

i ’’ 

132059 

5921 




[41 0 

0 

* >5 JJ 

13 



.. . 

44 0 

0 

3tl 




,44 10 

0 

,, 

.... 

... 

... 

*•• 

141 0 

0 



22 0 

2 

0 

44 10 

0 


2 ^ J31 

6!^2 


... 


46 14 

0 

t) J? 

15 

ISblO 


««. 

... 

... 

... 


14JA8 






iUDO 


SiLTEK. 


A D 


Fineness I Alloy 


Oz DiU. Oz Dwt 


1C23 

1626 

1626 

1670 

1718 

1817 


Cuiicnt 
Value, {»r 
iJmt i^uee 
ot 1 lb 


3 5 6 
3 2 0 


3 6 0 


SCOTLAND. 


1066 

1806 

1366 

1307 

1390 

1393 

1424 

1451 

1450 

1475 

1484 

1529 

1650 

1665 

1571 

1570 

1577 

1579 

1581 

1597 

1601 

1633 

1738 


Oz Dwt 
11 2 


11 0 


9 0 
8 0 

11 0 


►z Dwt 
0 18 


1 .0 


3 0 

4 0 

1 0 


£ s d 
10 0 

110 
1 5 0 
19 4 


11 18 18 


1 12 0 
1 17 6 

3 4 0 

4 16 0 
7 4 0 
7 0 0 
9 12 0 

13 0 0 
18 0 0 
16 14 0 


22 0 0 
24 0 0 
30 0 0 
36 0 0 


37 4 0 


Oz d. gr 


11 0 0 


10 10 0 


11 0 0 


Oz. d gr. 


0 16 


10 0 


1 10 0 


10 0 


£ s. d I lb oz dwt. grs. 


17 12 0 
19 4 0 


22 10 
83 6 
50 0 
78 15 


108 0 
144 0 


210 0 0 


!300 0 0 
432 0 0 
492 0 0 
560 14 0 


11 1 17 22 


9 8 4 14 

10 2 0 20 
30 5 7 9 


10 5 8 0 


11 5 2 20 


12 0 0 0 
13 2 7 11 
15 2 10 7 
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On a Double Standaed. 

17. We liave seen that a large number of eminent writers 
have observed that the fimdainental idea of Currency is debt ; 
and that specie is, in fact, only the most general form in which 
this is recorded and transferred. That portion of the Currency 
which a debtor can compel his creditor to receive as payment of 
the debt due from him, and as, in fact, a means of obtaining any 
services he may require from some else, is called Money, or 
Legal Tendee, and sometimes the measure or standard of 
value. 

When coins are struck of two different metals, and each is 
made indiscriminately legal tender to an unlimited amount, there 
is said to be a double standard. 

Silver money was, at the time of the conquest, the only legal 
tender. Afterwards, in the reign of Edward III., gold money 
was coined to be as nearly as possible equal in value, to a certain 
amount of silver money, and, for several centuries, they were 
each legal tender in discharge of any amount of debt. 

It would seem apparently to be very convenient to have money 
of both metals. The gold for large payments, and the silver for 
smaller ones. Nevertheless, there are certain fundamental 
objections to having both metals as legal tender to any amount. 

We have observed that it is a fundamental law of the coinage, 
found to be absolutely true in all ages and countries, that good 
and bad coins cannot circulate together, but that the bad coin 
drives the good coin from circulation. That is to say, that the 
one which is overrated^ expels the one that is underrated. 

Exactly the same consequence follows if the coins be made of 
different metals. 

Gold and silver have value with respect to each other, just as 
any other commodities have; and this value is constantly chang- 
ing in the market of the world ; though, no doubt, in a minute 
degree. Now, coins of gold and silver may be issued at a fixed 
relative value, which may be true at the time of issue ; but the 
'“-value of the metals is constantly changing in the open market, 
and hence, the mint value of the coins never remains for any 
length of time in proper adjustment with their market value; 
and, consequently, the inevitable result happens, the coin that is 
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overrated drives out the coin that is underrated ; and the latter 
is melted down and exported to where it will fetch a better 
priee in the market. 

The reason is plain. 8ui)pose that any time a gold coin is 
issued from the Mint to represent twenty shillings in silver, and 
that it is either inisrated, oi the market value of the metals has 
so changed fiom the Mint value, that it ought in reality to ex- 
change for tv enty-one shillings, it is clear that merchants will 
then discharge their debts in silver. All the gold coin will be 
melted down, and exported to where it can buy twenty-one 
shillings in silver; and thus, in a very short space of time, it 
will disappear from circulation. 

This is what has i epeatedly happened in the coinage of thir 
country, and, from the cause not being understood, it was for 
many ages a source of great perplexity to hnanciers. It would 
be too long to enumerate these instances here, to establish the 
truth of the doctrine, but they will be found in our Dictionary 
of Dolitical Economy^ Art Coinage of England. And we 
will only confine our attention liei’e to a late example. At the 
beginning of the last century, both gold and silver were legal 
standards in England and France, and it was from the mis- 
rating of the value of the coins by the two Mints, that gold 
came to be considered as the legal standard of England, and 
silver the legal standard of France. 

In 1G63, Charles II. issued a splendid gold coinage of £5, £2, 
and 20s. pieces. The latter were called guineas, as they were 
made of gold brought home by the African Company. They 
were struck to be equivalent to twenty shillings in silver, and 
thus to rejiresent the £, in gold. The pound w^eight of crown 
gold was ordered to be cut into 44'} guineas, and continued to 
be so as long as they wmre coined. 

From some fatality they seemed to be always incapable at the 
English Mint of ascertaining the true value of gold and silver 
according to their market rates. The guinea was soon found 
to be underrated, and, accordingly, the old practices of clipping, 
melting, and exporting were soon in full operation, and the 
scarcity of money was complained of in Parliament. 

In April, 1090, the great scarcity of silver coins occasioned 
great public inconvenience. The goldsmiths complained to the 
House of Commons that they had ascertained that immense 

2 n 
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qnHBtities of silver bullion mul dollars bad been exported. That 
many Jews and niereliants bad recently bought up vast quan- 
tities of silver to carry out of the kingdom, and had given 
tliree balf-peiice an ounce above its regulated value. That tliis 
bad encouraged the melting down of mucb plate and milled 
money, whereby for six months past no bullion had been broiiolit 
to the Mint to be coined. The house appointed a Committee, 
who verified these allegations. It was shown that the ])rofit of 
melting down the milled money for exportation was above X'25 
per £1,000, and that the Mint price of silver was 5s. 2d. per 
ounce, but it was generally sold for 5s. 3-|-d. The House, in 
consequence, passed one of their useless laws against exporting 
bullion. 

The state of the currency now became every day more dis- 
graceful. Quantities of base and counterfeit coin were thrown 
into circulation. The House of Commons addressed the King 
to abolish the right of private coinage of half-pence and 
farthings. The current coins had been for many years clipped 
and adulterated, whicli in 1694 reached such a height that the 
silver coins current had lost nearly half their value, while a 
great part of the current money was only iron, brass, or copper 
plated. 

As this state of matters gave rise to the first great currency 
debate of modern times, and brought about a great monetary 
crisis, we may dwell upon it rather fully. 

During 1694 the silver coinage became worse daily, ,and ])y 
the end of the year, guineas, which had originally been coined 
to represent 20s., gradually rose, till they reached 30s, The 
exchange with Holland fell 25 per cent., and it would have 
fallen still lower, only it was shewn that the real excliange wvas 
in favor of England. The exchange with Ireland fell so much 
that £10 there was worth £100 in England. 

The evils of clipping the coin reached so great a height at 
the end of 1604, that Mr. Fleetwood, the Chaplain in-Ordinary 
to the King and Queen, being selected to preaclx before the Lord 
Mayor and Aldermen on the 16th December, 1694, made it the 
subject of his sermon on the text, Gen. xxiii., 16. In an 
admirable sermon, or rather politico-economical discourse, he 
denounced the fraud and wickedness of clipping and debasing 
the coinage. He said (p. 19) that the money was clipped clown 
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neaily one lialf. He Bhewed tliat be understood tlie subject if* 
great deal better than }nany men a century later. He shewed 
that, if the money generally were clipped^ all the good and 
weighty money that lemained must be exported. “The 
merchant that e\])orts more goods from home than he imports 
from abroad 3 must unavoidably discharge the ovei balance with 
good money; this he can never do with clipped, for it is not 
Cddsar'^s fdce and titles but toeir/ht and goodness that procure 
credit. And, if a foreigner import more of his country’s goods 
than he carries away of ours, the overbalance must be paid in 
weighty money, ibr the cliiiped Avill not go abroad. Now, if the 
exportation of our weighty money (which is only now the milled) 
be a miscbicf to the nation, we see it is occasioned chiefly hy the 
clip})ing.” 

The disgraceful state of the coinage could no longer be over- 
looked by Parliament. On the 8th of January, 1695, a 
Committee was appointed to consider the subject. • At this time, 
says the Parliamentary History, Vol. v., p. 955 : — “ The difficulty 
lay so heavy upon the Government, that a stop was almost put 
to trade and taxes. The curient silver coin had for many years 
begun to be clipped and adulterated ; and the mischief of 
late had been so secretly carried on by a combination of all 
people concerned in the receipt of money, and so industriously 
promoted by the enemies of the Government, that all pieces were 
so far diminished and debased, as that five pounds in silver 
specie was scarce worth 40s., according to the standard; besides 
an infinite deal of iron, brass, or copper washed over or plated.’’ 
The Committee recommended- that the money should be re-coined 
into milled money. It estimated the expense at one million. 
That the new money should be of the same weight and fineness 
as the old. That the crown piece should be current at 6s. 6d. 
That various penalties should be imposed for offences against the 
coins. All Act was passed, statute 1695, c. I'?, to prevent 
counterfeiting and clipping the coin of the kingdom. This 
statute averred that it was notorious that the current coin had 
been greatly diminished by clipping, rounclmg, filing, and nielthig, 
and that many false and counterfeit coins had been clipped, for 
the better disguising thereof, and that these practices had been 
much occasioned by those who drove a trade of exchanging 
broad money for clipped money, and other arts and devices. It, 
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therefore, prohibited any person from exdianging, iendingj selling, 
borrowing, buying, receiving, or pacing any broad or uncli])[)ed 
silver money for more in tale, benefit, i)rofit, or advantage than 
the same was coined for, and ought hy law to juiss for, under a 
penalty of 10s. for every 20s. so illegally tiaflieked with. It also 
enacted that whoever should buy or sell, or knowingly luue in 
his possession, any clippings or tilings of the coin should forfeit 
them, as well as a penalty of £500, and be brando<l on the right 
cheek with a hot iron. It forbade any one but a tiading gold- 
smith, or refiner of silver, to buy or sell bullion, under pain of 
imprisonment, and enacted numerous other vexatious penalties 
and regulations respecting the export of bullion. All tliese 
absurd cruelties were wholly ineffectual, and, vdiile multitudes of 
miserable wretches were dangling on the gibbets, clipping and 
counterfeiting were as rife as ever. Guineas, wdiich had 
originally been coined to be equal to 20s., had progressively 
risen as the silver got worse, till at this time they were current 
at 30s. of the base trash, which passed by the name of silver coin. 

In February, 1696, several petitions were presented to the 
House of Commons ( Commons Journal§^ Yol. xi., p. 445). The 
graziers, butchers, and others connected with Smithfield Market, 
said that £40,000 a week passed through their hands for cattle, 
which for almost twelve months past had been paid in guineas 
at 30s, a piece, for want of current silver. There are besides, 
abundance of pamphlets in existence which pi’ove that guineas 
were commonly current for 30s in the spring of 1695. 

The frightful disorder of the currency may be judged of by 
the following facts. In the months of May, June, and July, 
1605, 5^72 bags of silver coin, each of £100, were brought into 
the Exchequer, whose aggregate w^eight, accoiding to the 
standard, ought to have been 18,451 lbs., 5 oz., 10 dwts., 8 grs. : 
their actual weight was 9,480 lbs , 11 oz., 6 dwts., making a de- 
ficiency of 8, 9^70 lbs., 7 oz., 1 1 dwts., 8 grs., shewing a deficiency 
in the weight of the current coins in the ratio of 10 to 22. One 
writer says {A^i JEssay for regulating of the coin. By A. F., 
Sept, 2, 3 095) : — Upon trial, I have found that 5s. of milled 
money hath weighed 8s. of the present current money, and 8s. 
of the 8s. was not clipped, only worn. Again, I have found 10s. 
in milled money to weigh 21s. of the clipped money. Again, 
20s. of milled money to weigh 43s. of our now current mo^ey. ^ 
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I have gone to several goldsmiths in London, and have 
got them to take out of their counters a bag of £100 as 
came to hand, which, upon trial, I have found at one place to 
weigh : — 


A bag of £100 

Another }>lace £100 Weighed.. 

Another place 

Another place 

Another place ... 

Another place 


Oz. Dwt. Grl’ 
230 13 6 

222 0 15 

198 17 0 
190 0 0 

182 3 0 

174 11 20 


1,198 5 17 


The £600 weighing in all 1,198 oz., 5 dwts., 17 grs., and is 
no more than what £310 in milled money will weigh. 

“I am informed the money paid into the Exchequer doth 
weigh from 15 (and seldom the £100 reacheth) to 20 lbs. weight, 
so that the very best brought in there doth not weigh two-thirds 
of what it ought to do, and the money paid into the Exchequer 
is sup^iosed, a great part of it, to come from the country. 

‘‘But, as it is believed that the money in the country is 
generally not the one-half so bad as it is in and near. Lon don, I 
have procured an account to be sent me from the following 
cities, fiom whence I am informed that £100 doth weigh on 
trial of two bags in each place, to be viz. : — 


In the City of Bristol, one bag of £100 weighed 

Another weighed 

In the City of Cambridge, a bag of £100 

weighed ‘ ... 

Another weighed 

In the City of Exon, one bag of £100 weighed 

Another weighed 

In the City of Oxford, £100 in half-crowns 

weighed * 

£ 1 00 in shillings « . . 


Oz. Dwt. Or. 
240 0 0 

227 15 0 

203 5 10 

211 0 19 

180 7 0 
192 3 0 

216 10 0 
198 0 15 


1,669 1 20 
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The £800 weighing not more than £431 15s, of milled money 
will weigh, and but a very small diffei'ence between the weight 
of the money in London and the coimti’y.” 

This disgraceful state of the money gave rise to the greatest 
public confusion and distress, and a warm controveisy arose 
whether the new money which should be coined should be oi 
the old standard in weight, fineness, and denomination, or 
whether it should be depreciated, or raised in value, as it was 
absurdly called. This controversy was keenly disputed then, 
and we may pay some considerable attention to it, because it 
was revived under another form llG years later, when the notes 
of the Bank of England -were depreciated, and a strong paity 
maintained that the standard of the coin should be xlepreciated 
to the level of the depreciated notes. 

. Mr. William Lowndes, the Secretary to the Treasury, was 
ordered by them to make a Report on the subject of the com. 
This he did in A Ileport containing an Essay for the Amend- 
ment of the Silver Coins, London, 1695. In this he enters 
into a long, and at that time, valuable investigation of the history 
of the coinage, and its successive depreciations in weight and 
fineness. After giving the details of every Mint indentuie for 
four hundred years, he says, p. 56 : — By the careful observing 
of which deduction here made, from the indenture of the Mint for 
above 400 years past (many of which are yet extant, and have 
been seen and examined by me), it doth evidently appear that it 
has been a policy constantly practised in the Mints in England 
(the like having indeed been done in all Foreign Mints belonging 
to other Governments), to raise the value of the coin in its 
extrinsic denomination from time to time, as any exigence or 
occasion required ; and more especially to encourage the bring- 
ing in of bullion into the realm to be coined (though sometimes, 
when the desired end was obtained, the value has been sufiered 
to fall again), so that, in the whole number of years from the 28th 
Edward I. until this time, the extrinsic value or denomination of 
the silver is raised in about a triple proportion.” Here we cannot 
fail to observe the utter confusion of' idea that Mr. Lowndes, 
and too many after his time, labour under. They manifestly 
suppose that, by raising the name of the coin they raise its 
vahte. The extrinsic value of the coin can by no possibility 
mean anything else but the quantity of things it will exchange 
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fo^\ And to call the quantity of things it will exchange 
for its ilemmination is a most pitiable confusion of ideas. Mr. 
Lowndes then says : — The which being premised^ and every 
project for debasing the money (by the reason before given) 
being rejected as as^ dangerous, dishonourable, and heedless, it 
remains thtit our nation in its present exigence, may avail itself, 
b}" raising the value of its coins, and this may be effected either 
by making the respective pieces called crowns, half-crowns, 
shillings, and to be lesser in weight or by continuing the same 
weight or bigness, which is at present, in the undipped moneys, 
and ordaining at the same time that every such piece shall be 
current at a higher price in tale. 

But, before I proceed to give my opinion on this subject, it 
seems necessary for me to assert and prove an hyi^othesis, which 
is this, namely, That maJdng the prices less^ or ordainlag the. 
res 2 }€ct Ire pieces {of the piresent weight) to he current at a higher 
rate^ may equally raise the Value of Silver in our Coins, 

Mr. Lowndes then enters into an argument to prove that 
sixty pence are equal to seventy-five pence — a wild goose chase 
in which we decline to follow him. 

His proposal was, then, that all the existing undipped silver 
money should be raised in denomination to 6s. 3d. the crown, 
and other coins in proportion, so that the shilling would pass for 
fifteen pence instead of twelve. That new coins should be struck 
at the increased denominations. These coins he proposed to 
christen by new names. The reason he alleges for this proceed- 
ing are — “ 1. The value of the silver in the coin ought to be 
raised to the foot of Gs. 3d. in every crown, because the price of 
standard silver in bullion is risen (from divers necessary and un- 
necessary causes, producing at length a groat scarcity thereof in 
England) to Os. 5d. announce. This reason (which I humbly 
conceive will appear irrefragable) is grounded chiefly upon a 
truth so apparent, that it may well be compared to an axiom, 
even in mathematical reasoning, to wit, — That whensoever the 
extrinsic value of silver in the coin hath been, or shall be, less 
than the price of silver in bullion, the coin hath been, and will 
be, melted down.” 

He then enters into some objections against this proposal, and, 
says, p. Y6 : — ‘^That everything having any value or worth what- 
soever, when it becomes scarce, grows dear, or (which is the 
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same thing) it riseth in price, and, consequently, it will serve 
to pay more debts, or will buy greater quantities of other goods 
of value, or in anything else it will go fuither than it did before. 
That silvGi in England being grown scarce as aforesaid, is conse- 
quently grown dearer. That it lias lisen in price fioni 5s. 2d. to 
C)S. 5d. an ounce; and, by daily experience, 10 3-10 dwls. in 
sterling silver (equal to the weight of a crown piece) in Eiigland, 
doth and will purchase more coined money than 5s. by tale 
(tlioiigh the latter be delivered l?o?ia fide in undipped sliillings 
or in a good bill), and consequently, doth and will pin chase and 
acquire more goods, or necessaiies, or pay more debts in 
England, or (being delivered here) it fetches more money in 
any foreign parts by way of exchange, than 5s. by tale, or the 
sixth part of a guinea by tale, or goods to the value of 5s. in 
tale only, do or can fetch, purchase or acquire. Tl)at this 
advanced pi ice of the silver has been growing for some time, 
and is originally caused by the balance, excess, or difference 
above mentioned, which naturally and rationally produces such 
an effect ^ That the raising the value of the silver in 
our coins to make it equal to silver in mass, can in no sense be 
understood to be a cause of making silver scarce. That there 
can never be proposed any just or reasonable foot upon which 
the coin should be current, save only the very price of the silver 
thereof, in case it may be molten in the same place where the 
coins are made current, or an extrinsic denoiiiinatioii very near 
that price. It being most evident that if the value of the silver 
in the coins should (by any extrinsic denomination) be raised 
above the value or market price of the same silver reduced to 
bullion, the subject would be proportionably injured and de- 
frauded, as they were formerly in the case of the base monies 
coined by public authority.” 

He then says the value of the silver in the coin ought to be 
raised, to encourage the bringing of bullion to the Mint to be 
coined That this had been repeatedly done both in the English 
and Foreign Mints. That raising the value of silver in coin 
would increase the whole specie in tale, and thereby make 
it more commensurate to the need for it for carrying on the 
common traffic and commerce of the nation, and to answer the 
payments on the numerous contracts, securities, and other daily 
occasions, reqniring a large supply of money for that purpose. 
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lie says that at that time guineas passed current for 30s. 

He then gives some details of the state of the coinage, by 
which he sliewed that they were diminished by about half their 
usual weight. 

Wo have said, that when coins are struck out of bullion, 
that the value, or pin chasing power of the money depends 
upon the actual quantity of bullion in it, and not at all on the 
name of the coin. A most extraordinary delusion, however, 
began to prevail in early times, of which we have the first 
notice in Plutarch. It was this, that when coins were once 
struck and recognized by a certain name, that their value 
depended upon the name^ and did not de23end on the quantity 
of metal in them. About the end of the I7th century this in- 
credible heresy began to find adherents in this country, and this 
notion long infested the minds of many financiers, and, we shall 
see hereafter, was stoutly maintained by the Govorument party 
in the great currency debates in 1811, and was the cause of great 
mischief to this country. 

The extraordinary doctrine of Lowndes called forth a worthy 
antagonist, and were the origin of some of his most admirable 
writings, and they are of so much importance that we shall make 
some extracts from them, as there is no doubt that the fallacies 
he combated are even yet not entirely eradicated. 

Locke had in 1691 published a treatise, in which he shewed 
the utter futility of interfering with the rate of interest by law, 
and combated the idea that was then becoming iirevaleiit, that 
the value (as it v^as called) of the coin should be raised in order 
to keep it in the country. He shewed that the persons who 
supported such a plan were confounding the denomination with 
value, its name with the purchasing power, and that all such 
ideas proceeded from a confusion of terms, and had no real 
elfect. The arguments of Locke, though by no means absolutely 
novel, had never been 2 )ut before so luminously and fully. The 
proposal of Lowndes, coming from a man holding his official 
position, demanded a prompt notice and exposure. This Locke 
did, in Further Considerations concerning liaising the Value 
of 3Ioney, in which he exposed the fallacy of Lowndes’s argu- 
ments : — '^Raising of coin is but a specious word to deceive 
the unwary. It only gives the usual denomination of a greater 
quantity of silver to a less (y. calling four grains of silver a 
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penny to-day, while five grains of silver made a penny yesterday), 
but adds no worth, or real value, to the silver coin, to make 
amends for its want of silver. That is impossible to be done, 
for it is only the quantity of silver in it, that is, ainl etermilly 
will be, the measure of its value, and to convince any one of 
this, I ask whether he that is forced to receive but 320 ounces of 
silver under the denomination of £100 (for 400 ounces of silver 
which he lent under the like denomination of £100) will think 
these 320 ounces of silver, however denominated, worth those 
400 ounces he lent? If any one can be supposed so silly, he 
need but go to the next market, or shop, to be convinced that 
men value not money by the denomination, but by the quantity of 
the silver there is m it. One may as rationally hope to lengthen 
a foot, by dividing it into 15 parts instead of 12, and calling 
them inches, as to increase the value of the silver that is in a 
shilling, by dividing it into 15 parts instead of 12, and calling 
them pence. This is all that is done vrhen a shilling is raised 
from 12 to 15 pence. 

“ Clipping of money is raising without public authority, the 
same denomination remaining to the piece, that hath now less 
silver in it than it had before. 

Altering the standard, by coinhig pieces under the same 
denomination with less silver in them than they formerly had, 
is doing the same thing by public authority. The only odds is 
that, by clipping, the loss is not forced on any one (for nobody is 
obliged to receive clipped money) ; by altering the standard it is. 

Altering the standard by raising the money, will not get to 
the public, or bring to the Mint to be coined, one ounce of 
silver ; but will defraud the kmg, the church, the universities, 
and hospitals, and of so much of their settled revenue as the 
money is raised, v,g,^ twenty per cent, of the money (as is pro- 
posed), be raised one-fifth. It will weaken, if not totally destroy, 
the public faith, when all that have trusted the public, and 
assisted our present necessities, upon Acts of Parliament, in the 
million lottery, Bank Act, and other loans, should be defrauded 
of twenty per cent, of what those Acts of Parliament were 
security for. A less quantity of silver has a less value ; and an 
equal quantity an equal value. 

4. That money differs from uncoined silver only in this, that 
the quantity of silver in each piece of money is ascertained by 
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the stamp it bears ; which is set there to be a public voucher of 
its weight and fineness. 

“ 5. That gold is treasure, as well as silver, because it decays 
not in keeping, and never sinks much in value. 

“ That gold is fit to be coined, as well as silver ; to ascertain 
its quantity to those who have a mind to traffic in it ; but not to 
be joined with silver as a measure of commerce.” 

Locke then examines Lowndes’s doctrine, that the value (or 
denomination) of the silver coin should be raised to 6s. Sd. the 
ounce, because the price of standard silver had risen to 6s. 5cL 
the ounce — 

This reason seems to me to labour under several mistakes ; as 
1 That standard silver can rise in respect of itself, 

“ 2. That standard bullion is now, or ever was, worth or sold 
to the tiaders in it for Gs. 5d. the ounce, of lawful money of 
England For, if that matter of fiict holds not to be so, that an 
ounce of steilmg bullion is worth 6s. 5d. of our milled weighty 
money, this reason ceases ; and our weighty crown pieces ought 
not to be raised to 6s. Od., because our light clipped juoney will 
not purchase an ounce of standard bullion, under the rate of 
6s. os. of that liglit money. And let me add here, not for that 
rate neither. If, therefore, the author means here, that an ounce 
of standard silver is lisen to 6s. 5d. of our clipped money, I grant 
it him, and higher too. But, then, that has nothing to do with 
the raising our lawful coin, which remains undipped ; unless he 
will say, too, that standard bullion is so risen, as to be worth, and 
actually to sell for, Cs. 5s. the ounce of our weighty milled 
money. This I not only deny, hut further add, that it is im- 
possible to be so. For 6s. 5d. of milled money weighs an ounce 
and a quarter near. Can it, the r^ re, be possible that an ounce 
of any commodity should be wbffln an ounce and a quarter of the 
selfisame commodity, and of exactly the same goodness ? for so 
is standard silver to standard silver. Indeed, one has a mark 
upon it which the other has not, hut it is a mark that makes it 
rather more than less valuable, or, if the mark, by hindering its 
exportation, makes it less valuable for that purpose, the melting 
pot can easily take it off. v » * 

Those who say bullion is risen, I desire to tell me what they 
mean by risen ? Any commodity, I think, is properly said to be 
risen, when the same quantity will exchange for a greater 
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quantity of another thing ^ but more particularly of that things 
which is the measure of commerce in the country. And thus 
corn is said to he lisen among the English in Yirginia, when a 
bushel of it will sell or exchange for more pounds of tobacco ; 
among the Indians, when it will sell for more yards of wampom 
peak, which is their money; and among the English here, 
when it will exchange for a greater quantity of silver than 
it would before. Rising and falling of commodities are always 
between several commodities of distinct worths. But nobody 
can say that tobacco (of the same goodness) is risen in i-esiiect 
of itself. One pound of the same goodness will never exchange 
for a pound and a quarter of the same goodness. And so it is 
in silver : an ounce of silver will always be of equal value to an 
ounce of silvei : nor can it ever rise or fall, in respect of itself: 
an ounce of standard silver can never be worth an ounce and a 
quarter of standard silver : nor one ounce of uncoined silver 
exchange for an ounce and a quarter of coined silver : the stamp 
cannot so much debase its value. Indeed, the stamp, hindering 
its free exportation, may make the goldsmith (who profits by 
the return of his money) give one 120th, or one 601h, oi peihaps 
sometimes one 30th more, that is 5s. 2kl., 5s. 8d. or 5s. 4d. the 
ounce of coined silver for uncoined, when there is need of 
sending silver beyond seas ; as there always is, when the balance 
of trade will not supply our wants, and pay our debts there. 
But much beyond this the goldsmith will never give for bullion 
since he can make it out of coined money at a cheaper rate. 

It is said bullion is risen to 6s. 5d. the ounce, that an 
ounce of uncoined silver will exchange for an ounce and a 
quarter of coined silver. If any one can believe this, I will put 
this short case to him. lie h^s of bullion, or standard uncoined 
silver, two round plates, each of an exact size and weight of a 
crown piece : he has besides, of the same bullion, a round plate 
of the weight and size of a shilling, and another yet less, of an 
exact weight and size of a three-pence. The two great plates 
being of equal weight and fineness, I suppose he will allow to be 
of equal value, and that the two less, joined to either of them, 
make it one-fifth more_ worth than the other is by itself, they 
having aU three together one-fifth more silver in them. Let 
us suppose, then, one of the greater and the two less plates 
to have received the next moment (by miracle, or by the 
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mill, it matters not how) the mark, or stamp, of oiir cro’\\m, 
our shilling, and oiir tlxree-pence : can anybody say, that 
now tliat they have got the stamp of our Mint upon them, 
they are so fallen in value, or the other unstamped piece 
so risen, that that unstamped piece, which a moment before 
was worth only one of the other ])ieces, is now worth them all 
three ? Which is to say, that an ounce of uncoined silver is 
worth an ounce and a quarter of coined. This is what men 
■would persuade us, wlien they say that bullion is raised to 
6s, 5d (of lawful money) the ounce, which I say is utterly im- 
possible. Let us consider tbis a little further, in another instance. 
The present milled crown pieces, say they, will not exchange for 
an ounce of bullion, without the addition of a shilling, and a 
three- pence of weighty coin added to it. Coin but that crown 
piece into 6s. 3d., and then they say it will buy an ounce of 
bullion, or else they give up their reason and measure of raising 
the money. Do that which is allowed to be equivalent to coining 
of a present milled crown-piece into 6s. 3d., viz., call it 75 pence, 
and then also it must, by this rule of raising, buy an ounce of 
bullion. If this be so, this self-same milled crown-piece will, and 
will not, exchange for an ounce of bullion. Cali it sixty pence, 
and it will not : the very next moment call it seventy-five pence, 
and it will. I am afraid nobody can think change of denomina- 
tion has such power.” ^ 

Locke then goes through each of Lowndes’s arguments and 
proposals one by one, and gives them such a refutation as would 
have delighted the heart of Chiliiiigworth. Among other things, 
he says: — “It is true, what Mr. Lowndes observes here, the im- 
portation of gold, and the going of guineas at 30s., has been 
a great prejudice and loss to the Kingdom. But that has 
been wholly owing to our clipped money, and not at all to our 
money being coined at 5s. 2d. the ounce : nor is the coining 
of our money lighter the cure of it. The only remedy for that 
mischief, as well as a great many others, is the putting an end 
to the passing of clipped money by tale, as if it were lawful 
coin.” 

To Lowndes’s doctrine, that raising the coin by making it 
more in tale, would make it more abundant for general use, 
Locke says “ Just as the boy cut his leather into five quarters 
(as he called them) to cover his ball, when cut into four quarters 
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it fell short; but after all liis pains, as imi(*li of Ins ball lay 
bare as before ; if the quantity of coined silver e!iipl(>yt‘d 
in England fall sboit, the arbitrary denommatioii of a greati’r 
iiiimbei of pence given to it, or, which is all one, to the 
several coined pieces of it, will not mahe it commensurate to the 
size of our trade, oi the greatness of our occasions. This is as 
certain, as that if the quantity of a board, which is to stop a 
leak of a ship fifteen inches square, be hut twelve inches square, 
it will not be made to do it, by being measured by a foot which 
is divided into fifteen inches, instead of twelve, and so lia\ing a 
larger tale, or number of inches, in denomination, given to it. 

This, indeed, would be a convincing reason if sounds would 
give weight to silver, and the noise of a greater number uf 
pence (less in quantity proportionahly as they are more in 
number) were a large supply of money. 

The necessity of trust and bartering is one of the many 
inconveniences springing from the want of money. This incon- 
venience the multiplying arbitrary denominations will no more 
supply, nor any ways make our scarcity of coin commensurate to 
the need there is of it, than if the cloth which was provided for 
clothing the army, falling short, one should hope to make it 
commensurate to that need there is of it, by measuring it by a 
yard one-fifth shorter than the standard, or changing the 
standard of tlie yard, and so getting the full denomination of 
yards necessary according to the present measuie. For this is 
all that will be done by raising our coin, as is proposed. Ail it 
amounts to is no more but this, viz., That each piece, and, conse- 
quently, our whole stock of money, should he measured and 
denominated by a penny one-fifth less than the standard 

“ The increase of denomination does, or can do notliing in the 
case, for it is silver by its quantity and not denomination, that 
is the price of things and measure of commerce ; and it is the 
weight of silver in it, and not the name of the pieces that men 
estimate commodities by, and exchange them for. 

If this be not so, when the necessity of our affairs abroad, 
or ill-husbandry at home, has carried away half our treasure, 
and a moiety of our money is gone out of England, it is but to 
issue a proclamation that a penny shall go for two-pence, sixpence 
for a shilling, half-a-crown for a crown, &c., and immediately, 
without any more ado, we are as rich as before. And, when half 
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the remainder Is gone^ it is but doiiiji the same thing auaiig aiid 
raising the (lenomiuaTluii anew, and we are where we \\vii\ :m<i 
so on; wliereby, si!p])Osing (lie denoininat i(m raided lo-]r>je\er} 
mail W'iil be as neb wnlh an ounce oiAilvei in his purse as he was 
bciore wdien he had !(> ounces thcav, and in as gieat plenty of 
money, able to eariw on his tiade wnthont baileiing, his silver, 
liv this short way of i aisine, lieing elianged into the value of 
gold; foi, when sihcr will buy i<> tunes as much wane, oil, and 
biccol, etc., to-day as it wanild \esteKlay (all other things rtanain- 
iiig the same, but tlie denomination), it had the leal wairtli of gold. 

Tliisj I gue^s, evei\body sees eaniioi ])e so, and }'el tiiis must 
be so, if it be true that raising the denomination one lift! i can 
sup}>ly tlie want, oi one jot laisc the value ofsiher in respitd of 
other eominudities, /. e , make a less quantity of it to-day, buy a 
greater quantity of corn, oil, and <loth, and all ollua e<anmodities, 
than it W'ould yesteiday, and thereb\ icanove the neeessity of 
barleiing. For, if raiding tlie doiioiiunalious can thus raise the 
value of coin in ivehange foi other commo<lit les, om^-lifth, by 
tlie same reason it can raise it tw'o-iitths, and, afterw:a<Is, three- 
fifths, and again, if nee<l lie, four-fifths, und as miuhi iurther as 
yon please. !So that, by this adniiralde continuance of raising 
oiir coin, w^e shall be rich, and as w'ell able to suj>})ort the cliargc 
of the Government, and carry on our trade without bartering, or 
any other inconvenience for want of money, with Go, 000 ounces 
of coined siher in England, as if vve had siv, or GO millions. If 
this be not so, I desire any one to show'' me wiiy the same wa} of 
raising the denomination, wliicli can raise the value of money in 
resjieid of other commodities, one-lifth, cannot, wlien you please 
raise it another fifth, and so on V 1 lieg to he tohl wiiere it must 
stop, and wiiy at siicli a degn‘ 0 , witlioul being able to go fiiiiher. 

must 1)0 liere taken notic<‘ of, that tlie raising I speak of 
here, is the raising of the value of our coin in la^spi^ct of other 
coiimiodities (as I call it all along) in eoniradi^tuKgmu to raising 
the denomination. The confoumling of these in discourses 
concerning money, is one great cause, I suspect, thal this iiiafter 
is so little understood, and so often talked of with so little 
information of the hearers. 

A penny is a denomination no more belonging to eight than 
to eighty, or to one single grain of silver: and so it is not 
necessary that there should be fiO sucli pence, no more nor less. 
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ill an ounce of silver, i. c., twelve in a piece cuIIchI a sbil line, and 
sixty in a piece called a crown: such like divisions, l>ein <4 
extrinsical denominations, are everywliere perfectly arbitiury. 
For, here in England, there might as well have been tveive 
shillings in a penny, as twelve 2 >ence in a shilling, /. e , the 
denomination of the less pence might have been a shilling, and 
of the bigger a penny. Again, the shilling might have been 
coined ton times as big as the penny, and the crown ten times 
as big as the shilling ; whereby the shilling would have but 
tenpence in it, and the crown a hundred. But this, liowevei- 
ordered, alters not one jot the value of the ounce of silver, in 
respect of other things, any more than it does its weight. This 
raising being but giving of names at pleasure to aliquot parts 
of any piece, viz., that now the 60th part of an ounce of 
silver shall be called a penny, and to-morrow that the 75 th part 
of an ounce shall be called a penny, may be done with what 
increase you ^^lease. And thus it may be ordered by a procla- 
mation, that a shilling shall go for twenty-four pence, and half- 
crown for sixty instead of thirty i)ence, and so of the rest. 
But that an half-crown should be worth or contain sixty such 
pence, as the pence were before the change of denomination 
was made, that no power on earth could do. bTor can any 
power but that which can make the |)lenty or scarcity of com- 
modities, raise the value of our money their double in res|>ect of 
other commodities, and make that same |)i6ce, or quantity, of 
silver, under a double denomination, shall purchase double the 
quantity of pepper, wine, or lead, an instant after such proclama- 
tion, to what it would do an instant before. If this could be, 
we might, as every one sees, raise silver to the value of gohl, 
and make ourselves as rich as we jileased. But it is but going 
to market with an ounce of silver of one hundred and twenty 
pence, to be convinced that it will purcliase no more than an 
ounce of silver of sixty pence ; and the ringing of the piece will 
as soon purchase more commodities, as its change of denomiua- 
tion, and the multiplied name of pence, when it is called six 
score instead of sixty.” 

It may, perhaps, appear to some that the arguments put for- 
ward by Locke, are so simple and convincing, that it is almost a 
waste of ingenuity and labour to dwell on them at such length. 
But, unfortunately, this is not so. The confusion of idea between 
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thi* iind the va!f>c of a eoiii, Is one 'iihieli is hiif luo \ii- 
lent e\eii at the ]»re'-ent Bay. It ‘'ueins aLnost lacredin’K* iliai an 
able man like Nlr. Ijowiides could ])ercche that deba^i^;i tin* 
stainlaid oi’ tlu' coin, by l<‘s^ silver and nae'c iilloy, ^\as 

a. |>iib!ic fraud, aiul an injuiy to all cnditors, and yet that lu' 
should he totally ]i!ca})a])le of pcrctivlice lhal rai^iog tin* <leiRUin 
niatii»n ol the euiii, yas c\actl} the sjuiic ihiii^i; ni piinci|)le as 
debasing tlie ^tand^lrd. In ea(*h ca^e the qiiantit} of pure silver 
in a cnnvup or a sbiirni^i, y as diininiMUsh Xeverlheless, {hi^ 
hilhicy is deeply seated even ;ii the [>resiait day. It yas, more- 
over, evactly the same falhuT, under another furin, Avliieh blinded 
and deliitled the Bank of England, tiie Go\ernnuait. and Uie 
House of Commons in lb 11, into tluir insane Aote mi the 
doctrine ot the Bullion He]>ort, that the Bank Note wms depre- 
ciated. But, ahis 1 instead of a l\[ontJigiie villnig to learn wis- 
doio from the counsels of a Locke, there was only ii Yansirta’’b 
who refused to listm to Ilornei and Canning, and w'e aro sliil 
smarting fur Ins infatnation. 

The Government, adopting the comiciis ol* Locke and Xewton, 
restorcil the coinage according to its ancient weight, iiiiciicss, 
and. denomination. 

The political benefits which followed this great restoration of 
the coinage are ])eyoiKl the purpose of tins work. In 1 707, the 
union of the kingdoms necessitated a new coinage. At tlie same 
time the relative value of the gold and silver coins ]>cgan to 
clilier from the market value of the two metals, and, as ^ilvc^ 
was underrated, it Ijecame very scarce. It is miuL to be 
lamented tliat the Gov'erinmmt, Jiaving adopted Loedvt*^ argu- 
immtH in favour of the maintenance of the standard, did iiol 
also adopt his nigument with respect to the necc'^sily of there 
being only one standard of value. It was perfectly <;onelusive, 
and the evils, wliieli he had shewn must necessarily f blow from 
this economic error of having two measures of vwlm*, maniibsilv 
disjdayed themselves. In 170B, the Govermmah olfercMl a prm 
mium of g]d. jier ounce to ovmry one who brought foiaagn 
silver coin, or ]ilate of any sort, of stamlard fineness, to the 
Mint to be coined. This, however, vvaus <juite indrectual, and as 
laallers grew worse every day, the Government referi’ccl the 
matter to Sir Isaac Newton, who had fur many years been at the 
head of the Mint, 1o r<‘port upon. 
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Sir Isaac l?Tewton said, in his Report {Pari. vii., 526) : 

«‘That a pound weight Troy of gold, 11 ozs. fine, and 1 oz. alloy, 
is cut into 44]- guineas; and a pound weight of silver, 11 ozs. 
2 dwts. fine, and 18 dwts. alloy, is cut into 62 shillings ; and, 
according to this rate, a pound weight of fine gold is worth 15 
pounds weight 6 ozs. 1 *7 dwts. and 5 grns. of fine silver, reckon- 
ing a guinea at £1 1 s. 6d. in silver money. But silver in bullion, 
exportable, is usually worth 2d. or 3d. per ounce more than in 
coin; and if, as a medium, such bullion of standard alloy be 
valued at 5s. 4-]-d. per ounce, a pound weight of fine gold will 
be wmrth but 14 lbs. 11 ozs. 12 dwts. 9 grns. of fine silver in 
bullion ; and, at this rate, a guinea is worth but so much silver 
as would make 20s. 8d. YYhen ships are lading for the East 
Indies, the demand of silver for exportation raises the price to 
5s. 6d. or 5s. 8d. per ounce, or above; but I consider not these 
extraordinary cases. 

A Spanish pistole was coined for thirty-two rials, or four 
pieces of eight rials, usually called pieces of eight, and is of 
equal alloy, and the sixteenth part of the weight thereof^ 
and a Doppio Moeda of Portugal was coined for ten crusados 
of sih er, and is of equal alloy, and the sixteenth part of the 
weight thereof. Gold is, therefoie, in Spain and Portugal, 
of sixteen times more value than silver of equal weight and 
alloy, according to the standard of those kingdoms; at which 
rate a guinea is worth 22s. Id. But this high price keeps their 
gold at home in good plenty, and carries away the Spanish silver 
into all Europe ; so that at home they make their pay^ients in 
gold, and will not pay in silver without a premium ; upon the 
coming in of a Plate fieet the premium ceases, or is but small ; 
but, as their silver goes away and becomes scarce, the premium 
increases, and is most commonly about six per cent., which, 
being abated, a guinea becomes wmrth about 20s. 9d. in Spain or 
Portugai 

In France, a pound weight of fine gold is reckoned, worth 
fifteen pounds weight of fine silver ; in raising or falling their 
money, their Kings’ edicts have sometimes varied a little from 
this proportion, a little in excess or defect ; hut the variations 
have been so little, that I do not here consider them. By the 
edict of Blay, 1709, a new pistole was coined for four new 
Louises, and is of equal alloy, and the fifteenth part of the 
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weiglit thereof; except the errors of their mints ; and by the 
same edict, fine gold is valued at fifteen times its weight of fine 
silver; and at this rate a guinea is woith 20s 8-]-d. 

The ducats of Holland and Hungary, and the Empire, were 
lately current in Holland among the common peo]>ie, in tlieir 
markets and ordinary affairs, at five guilders in specie, and live 
stivers ; and commonly change<l for so much silver moneys in 
three-guilder }>ieces and guilder ifieces, as guineas are with 
ns for 21s. 6d. sterling; at which rate a guinea is worth 
20s. ^|-d. 

“ According to tlie rates of gold to silver in Italy, Germany, 
Poland, Denmark, and Sweden, a guinea is worth about 20s anrl 
'Td., 6d., 5d., or 4d., for the propoition varies a little within the 
several Governments in these countries. In Sweden, gold is 
lowest in proportion to silver, and this hath made that kingdom 
whicli formerly was content with copper money, abonnd of late 
with silver, sent thither (I suspect) for naval stores 

“In the end of King William’s reign, and the first year of the 
late Queen, when foreign coins abounded m England, 1 caused 
a great many of them to be assayed in tlie Mint, and found by 
the assays that fine gold was to fine silver in S])am, Portu- 
gal, France, Holland, Italy, Germany, and the northern king- 
doms, in the proportion above mentioned, errors of the Mint 
excepted. 

“ In China and Japan, one pound weight of fine gold is woi fch 
but 9 or 10 pounds weight of fine silver; and in East India it 
may be worth 12 ; and this low price of gold in pioportion to 
silver carries away the silver from all Europe. 

“ So, then, by the course of trade and exchange between nation 
and nation in all Europe, fine gold is to fine silver as 14 4-5, or 
15 to one ; and a guinea at the same rate is worth between 20s. 6d. 
and 20s. S^-d. ; except in extraordinary cases, as when a Plate 
fleet is just anived in Spain, or ships are lading here for the 
East Indies, which cases I do not here consider. And it appears 
by experience as well as by reason, that silver flows from those 
places where its value is lowest in proportion to gold, as from 
Spain to all Europe, and from all Europe to the East Indies, 
China, and Japan ; and that gold is most plentiful in those places 
in which its value is highest in proportion to silver, as in Spam 
and England. 


9 0 
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is the ilemaiid for exportation wliich liatli raised the price 
of exj)ortable silver about 2(1. or 3cl. in tlie ounce above tliat of 
Silver ill coin, and Iiatb tlioreby created a teinplatioii to export, 
or melt down, the silver coin rather than give 2d, or 3d. more 
for foreign silver ; and the demand for exportation arises fi oin 
the higher price of silver m other places than in England in 
proportion to gold ; that is from the higher price of gold in 
England than in other places in proportion to silver, and, there- 
fore, may be diminished by lowering the value of gold in pio- 
portion to silver. If gold in England, or silver in East India, 
could be brought down so low as to bear the same proportion to 
one another in both places, there would be here no greater 
demand for silver than for gold to he exported to India, and if 
gold were lowered only so as to have the same proportion to 
the silver money in England, which it hath to silver in the rest of ^ 
Europe, there would be no tem])tation to export silver rather 
than gold to any other part of Europe. And to compass this 
last, there seems nothing more rerjuisite than to take off about 
lOd. or 12d. from the guinea; so that gold may bear the same 
proportion to the silver money m England, which it ought to do 
by the course of trade and exchange in Europe. But if onlyOd. 
wore taken off at })resent, it would diminish the teiiijitatiou to 
export or melt down the silver coin. And, by the effects, would 
shew hereafter better than can appear at present, what further 
reduction Avould be most convenient for the public. 

‘‘ 111 tlie last year of Iking William, the dollars of Scotland, . 
worth about 4s. GbL, were put away in the Morth of England 
for Ss., and at this price began to Row in upon us. I gave 
notice thereof to the Lords Commissioners of the Treasury ; and 
they ordered the collectors of taxes to forbear taking them, and 
thereby put a stop to the mischief. 

‘^'At the same time, the louis-d’ors of France, which were 
wortli but l^s. Jd. a ihece, passed in England at 17s. 6d. I gave 
notice thereof to the Lords Commissioners of the Treasury, and 
his late Majesty })iit out a proclamation that they should go but 
at l7s. ; and, tlieieupon, they (*ame to the Mint, and £1,400,000 
were coined out of them : and if the advantage of 5 Jd. in a 
louis-d’or sufficed at that time to bring into England so great a 
quantity of French money, and the advantage of three farthings 
ill n loiils-fror to bring it U» the Mint, the advantage of 0-]c], in a 
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guinea^ or above^ may liave been sufficient to bring tlie greai 
i|nantity of gold which hath been coined in these last fifteen 
yearSj without any foreign silver. 

So)ne years ago, the Portugal moedors were received in the 
West of England at 28s. a piece. U])on notice from the Mintj 
that they were worth only about 27s. 7d., the Lords ComniiH 
sioiiers of the Treasury ordered their loceivers of taxes to take 
them at no more than 27s Gd. Afterwards, many gentlemen in 
the West sent up to the Treasury a petition, that the receners 
might take them again at 2Ss., and promised to get returns for 
iiioney at that rate; alleging, that wffien they went at 28>s., their 
country was full of gold, wdiich tliey wanted very much. Bui 
the Commissioners of the Treasury, considering that at 28s. the 
nation would lose 5d. a piece, rejected the petition. And if an 
advantage of 5d. in tlie 28s. did pour that money in upon us, 
much more hath an advantage to the merchant of Oj-d. in a 
guinea, or above, been able to bring into the Mint, great quantities 
of gold, without any foreign silver, and may be able to do so 
still, till the cause be removed. 

If things be let alone till silver money be a little scarcer, the 
gold will fall of itself ; for people are already backward to give 
silver for gold, and will in a little time refuse to make payments 
ill silver without a premium, as they do in Spain ; and this 
premium will be an abatement of the value of the gold; and so 
the question is, whether gold shall be lowered by the Govern- 
ment, or let alone till it falls of itself, by the want of silver money. 

“ It may be said, that there are great quantities of silver in 
plate, and if the plate were coined, there would be no want of 
silver money. But I reckomthat silver is safer from exportation 
in the form of plate than in the form of money, because of tlic 
greater value of the silver and fashion together; and, therefore, 
I am not for coining the plate, till the temptation to ex]}ort tlie 
silver money, which is a profit of 2d. or 3d. an ounce, be 
diminished ; for, as often as men are necessitated to send away 
money for answering debts abroad, there will he a temptation to 
send away silver rather than gold, because of the profit, which 
is almost 4 per cent. ; and for the same reason foreigners will 
choose to send hither tlieir gold rather than their silver.” 

Mr. Aislabie, the Chancellor of the Exchequer, brought the 
subject of the great scarcity of silver coin before the House on 
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tlie 21st of December, 1^17, aod was seconded by Mr. Caswall, 
who gave details of the difterent relative values gold and silver 
coin had borne with respect to each other, according to the plenty 
or scarcity of each, and said that the over-valuation of gold in 
the current coins of great Britain, had caused tlie exportation 
of great quantities of silver specie. To prove this, he laid open 
a clandestine trade which had been carried on for many years 
by the Dutch, Hamburghers, and other foreigners, in concert 
with the Jews and other traders here, which consisted in 
exporting silver coins, and importing gold in lieu thereof, which 
being coined into guineas at the Tower, near Tod. was got by 
every guinea, which amounted to about 5 per cent., and, as 
these returns might be got five or six times in the year, con- 
siderable profits were made by it. In his opinion, the only way 
of checking this was to lower the price of guineas and other 
gold specie. 

Sir Isaac Newton had shewn that the true value of the guinea, 
according to the market value of gold and silrer at that time, 
was 20s. 8d. The House, however, did not adopt his recom- 
mendation to its full extent, but they addressed the Crown to 
issue a proclamation to make guineas current at 21s. In ac- 
cordance with this, the King issued a proclamation on the 22nd 
December, 1717, making guineas current at 21s, and reducing 
the other gold coins for 2Ss. 6d. and 25s. 6d. to 23s. and 25s. 
each. 

This was the last alteration made in the relative values of gold 
and silver coin, and now, in the language of the Mint, the price 
of gold was fixed at £3 17s. lO-H. an ounce, which is so sore a 
puzzle to many persons. This altemtion in the value of guineas 
created.some alarm that it might be further reduced, and caused 
considerable confusion in trade, but, in January, 1718, both 
Houses of Parliament passed resolutions that they would not 
alter the standai d of the gold and silver coins of the kingdom 
in fineness, w'eight, or denomination. 

By the reduction of the price of the guinea, the value of gold 
, to silver w’^as fixed at 15 Jli^S-to 1 ; but, as in Holland and France 
tbe rate was 14|- to 1, a profit still remained on exporting vsilver 
and importing gold. Thus gold became the cheapest medium 
in wMob to make payments; and, by this means, during the course 
of the last century, it became gradually an understood thing in 
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commerce that gold was the standard of value. This custom 
was finally adopted as law in 1816. 

We shall not here notice the great Currency Debates in 1811 5 
as that is done in a subsequent chapter. We rejoice to see the 
great names of Locke and Newton establishing on incontro- 
vertible foundations the great fundamental principles of the 
coinage, which are now at length happily adopted. 

Imniedfately after the cessation of the war, the Government 
took in hand the great work of a complete re-coinage. The 
great principle, so earnestly enforced by Locke, of having only 
one metal as a standard measure of value, was at length adopted. 
During the course of the last century merchants had universally 
adopted the custom of paying their debts in gold, because, from 
the misrating of the Mint, it was the cheapest medium of pay- 
ment. All contracts had consequently come to be considered as 
payable in gold, and this was now adopted as the solo legal 
tender. At the end of the 18th century the relative value of 
gold and silver had undergone a perceptible change in the 
markets of the world. Hence, the valuation that had been 
made of the two metals in 1717 no longer corresponded to the 
market value of the two metals, and if a silver coinage has been 
issued of the former denomination and weight, tlie very same 
effects would have followed which had been so often experienced 
before. It would immediately have disappeared from circulation. 
In order to guard against this, the power of private persons to 
have silver coined was taken away, and the pound weight of silver 
was ordered to be cut into 66 shillings instead of 02 . But of 
these, four are kept back for expenses of coinage, and by way of 
seignorage, and only 62 are issued, but they are declared to be 
equal to £3 2 s. in tale. The result of this is, that the present 
shiUings pass current for rather more than 6 per cent, above 
their real value. In order to prevent any injustice to individuals 
from this depreciation of the coinage, it was enacted, that no 
tender of payment in silver above 40s. at any one time, should be 
legal, either by tale or by weight. This arrangement of the 
English coinage has this great merit, that it allows a very 
considerable change to take place in the market value of gold 
and silver without causing any disturbance in the currency. 
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tliongli Sir Isano KTewton slie>vc<l tbai 
it was only worth 20s, Sd., in consequence of its being so over 
rated in compaiison with silvei^, the custom became general 
among merchants to discharge all their debts in gold: and thus 
gold came to bo considered as the standard of the country. All 
the best silver coins were culled out and exported^ and only the 
worn, clipped, and degraded coins remained in circulation. 

The question whether the expenses of coinage should be 
charged or not, has given rise to much difference of opinion. 

Smith shewed ^ that gold in coin was somewhat more valuable 
than in bullion in his day, because it was more convenient, and 
although the coinage was free, yet the bullion whicli was carried 
to the Mint could not be returned till after a considerable delay, 
and this delay was ecpnvalent to a small duty, which rendered 
geid coin somewhat more valuable than gold bullion. 

This delay was so inconvenient to merchants that it was their 
custom to take their bullion to the Bank of England and sell it 
to the Bank in exchange for notes. Although the Mint was 
legally open to any one, yet, practically, the Bank was tlie only 
body that had gold bullion coined. The Directors often pur- 
chased bullion at £3 I'Zs. 6d. the oz ; but the average price they 
paid for it during the 20 years preceding 1Y97, was £3 I'Js. 7|d, 
the oz., or 2 Jd.under the Mint Price ^ , this shewed the sum the 
merchants were willing to pay for the convenience of having 
their bullion immediately converted into coin ; and was in fact a 
duty to that amount. 

Smith thought^ that a small seignorage, or duty, upon the 
coinage of both gold and silver would increase the value of the 
coin still more above that of bullion. This excess of value 
of the coin above bullion would prevent the nieliing down of 
the coin, and would discourage its exportation. If upon any 
public exigence it should become necessary to export the coin, 
the greater part of it would soon return again of its own accord. 
Abroad it could sell only for its weight in bullion. At home it 
would buy more than that weight. There would be a profit, 
therefore, in bringing it home again. 

Lord Liverpool, however, whose scheme of coinage, as 
developed in his Treatise on the Coins of the Recdm^ was 

^ Bool 1 , c7i 5 

* Loid Liverpool's Treatise on die Coins of the Ikohn, 145. ^ Booh i., c/<, 5. 
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iiltmiately adopted, was adverse to any charge being made 
for coming gold, the standard measure of property. He says,^ 
— It is and has long been a dispute among the writers on 
coins, whether the charge of fabricating coins, and even a 
seigneurage payable to the Sovereign, should not be taken out 
of our coins, as is j)ractised in most foreign countiies; and 
many eminent men have differed on this point. I incline to 
think, that the charge of fabrication should not be taken 
from these coins which are the principal measure of property 
and instrument of commerce; and still less any profit derived 
from seigneurage payable to the Sovereign. 

Because this principal measure of property would not in 
such case be perfect. 

Because the merchants of foreign nations who have any 
commercial intercourse with this country, estimate the valud%f 
our coins only according to the intrinsic value of the metal that 
is in them ; so that the British merchant would, in such case, be 
forced to pay, in his exchanges, a compensation for any defect 
which might be in these coins ; and he must necessarily either 
raise the price of all merchandise and manufactures sold to 
foreign nations in proportion or submit to this loss. 

Because no such charge of fabrication has been taken at 
the British Mint for nearly a century and a half past ; and if it 
were now to be taken, the weight of the new Gold Coins must 
be diminished, to pay for this fabrication. 

And lastly, because these new Gold Coins would either differ 
in weight from those now in currency, or, to prevent this evil, 
the whole of our present gold coins must be taken out of circu- 
lation, brought to the Mint, and be recoined.” 

In accordance with this scheme, the 56 George III, c. 
which established the present system of our coinage, repealed 
(s. l.),the Act of Charles IL permitting everyone to have silver 
bullion coined free at the Mint. It enacted that in future the 
Pound Troy of standard silver should be coined into 66 shillings, 
of which 62 shillings should be delivered to the person bringing 
the bullion, and 4 shillings retained, out of which the expenses 
of coining should be first deducted, and the remainder should 
be carried to the Consolidated Fund. Silver coin (s. 12), is not 
legal tender for any sum above forty shillings. 

^ Letter to the 154. 
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By s. IL, the gold coin of the Realm is declared to be the only 
legal tender for payment within the United Kingdom of Great 
Britain and Ireland. 

It was ordered by the Act, that after a date to be named 
by a Royal Proclamation, all persons might bring their 
standard silver to be coined at the Mint at the rate above 
named. ' But no such proclamation was ever issued, and con- 
sequently it is only the Government which now has silver 
coined, as it may deem necessary for the wants of the public. 
Silver is coined at a charge of about 6 per cent. , and copper 
is coined at the rate of £224 per ton, which gives a profit 
of about 100 per cent. 

McCulloch has advocated the imposition of a seignorage on 
the coinage : but we think that the arguments of Lord Liverpool 
ar# correct, and time has greatly added to their strength. 

Those who argue in favour of a seignorage, that it would 
make coin more valuable than bullion, and so discourage the 
exportation of the coin and encourage its importation, have 
usually failed to observe that there is already a moderate seig- 
norage on the coinage; for the Bank of England seldom gave 
more than £3 IVs. 6d. an oz. for bullion, which was in fact a 
seignorage of 4-^d. per oz. By the Bank Charter Act of 1844, 
the Bank is obliged to give £3 lls. 9d. per oz., so that there is 
a seignorage now of 1 Jd. per oz. on coin. 

It may seem just, at first, that those who wish to have the con- 
venience of having their bullion converted into coin should pay 
for this convenience, as for any other manufacture ; but we think 
that broad general considerations of public policy, at all events, 
under present circumstances, outweigh such a reason. It must 
be remembered that all subsisting contracts, public and private, 
have been entered into on the basis of receiving a definite 
quantity of gold bullion; to charge thei'efore, the expense 
of coinage by taking a certain quantity out of the sovereign 
would be a distinct fraud upon all public and private creditors, 
for which they would be entitled to compensation at the hands 
of their debtors. Coins in foreign countries are of no more 
value than bullion ; consequently to diminish the weight of the 
sovereign would disarrange the whole foreign commerce of 
the country. There are many cases, too, in which it would 
be impossible to throw the expenses of coining on private 
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parties. Coiiij after being some time in circulatioiij clmiinislies 
in weight by inevitable wear and tear, without any bad practices 
being resorted to ; now it is of the greatest national importance 
that the coinage should* be kcjjt at its full legal standard, and 
that light coin sliould be recoined. But how arc private 
persons to be charged with this? Private bankers cannot 
weigh every sovereign they receive from their custoiiiers ; but 
when these bankers pay the light sovereigns they receive in the 
course of business into the Bank of England, the Bank weighs 
every single sovereign it receives, and gives the banker credit 
only for the weight of bullion he pays in. The loss therefore of 
this light gold now falls on private banking companies. The 
Bank of England withdraws every single light sovereign paid 
into it, from circulation, and sends it to be recoined. NTow who 
is to pay the cost of this recoinage ? It is quite clear that 
private persons cannot be charged with it: and therefore the 
charge must be borne by the public. The fact is, that it is 
a great national advantage to have the coinage always in the 
most perfect state, and the nation should pay for it: even 
though some individual merchants may reap a profit I'rom it. 
It seems to be very similar in principle to the reasons for which 
State subventions are given to Ocean Steam Companies to carry 
the mails. It might be said that those who reap the benefit 
should pay the cost in the postage of their letters. But it is 
held that it may be of public advantage that regular and rapid 
steam communication should be established between different 
countries, and consequently State subventions are paid to most 
of the great companies ; and individuals reap the benefit of it. 
So it has been held a matter of public importance to clevelope 
the formation of railways by State guarantees, by which the 
persons v^ho travel by the railway are benefited. For the same 
reason it is a matter of great public importance to maintain tljo 
standard of the coinage, and therefore the expense of coinage 
should be borne by the nation, even though some individual 
luercliants may profit by it. 

Of a Decimal ComAOE. 

ID. We must now consider a question which has excited con- 
siderable discussion in recent times, viz. : Whether it is prac- 
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ticable and expedient to decimalize the coinage of England. 
The great monetary reforms which have taken place on the 
continent in recent years, and the immense Ijcnehts which have 
followed the unification of the coinages of France, Italy, Belginm 
and Switzerland, have naturally led many persons of great scien- 
tific acquirements to advocate the adoption of a Decimal System 
of coinage in England, and the assimilation of the coinage of 
this country to that of the great extent of Europe which has 
adopted the French system. We have now to consider whether 
such a system can be introduced into this country ; and whether 
there is any reasonable prospect of a uniform system of coinage 
being adopted by all nations. 

20. A decimal coinage is one consisting of pieces related to 
each other in the ratio of 10, or some power of 10. 

There are three distinct systems of coinage — 

J^lrst. Where the lowest coin of all, or even an imaginary 
unit below any existing coin is taken, and all other coins are 
multiples of that unit. That is, where the coinage proceeds ex- 
clusively by multijilication. 

Secondly, Where some intermediate coin is taken at the unit,, 
and other coins are struck both as multiples and as subdivisions 
of that unit. Tliat is where the coinage is a combination of 
multiplication and division. 

Thirdly. Where the highest coin of all is taken as the unit, 
and all others are aliquot parts of that unit. That is, where tho 
coinage proceeds exclusively by sub-division 

21. IsTow, ill the first system it is natural that all accounts 
should proceed by decimal multiples of the unit. And, there- 
fore, there may be decimal accounts. But that does not iieces- 
sarilyimply a decimal coinage. Thus, from time immemorial, 
the only coin in China has been the easily which is the 1000th 
part of the ounce of silver. This is the only coin in existence, 
and all sums are expressed as decimal multiples of that unit. 
This IS attended with very great convenience, and calculations 
are very quickly performed, and travellers tell us of the expert- 
ness with which mere children can perform long calculations. 
But the Chinese have not a decimal coinage, as there are no 
multiples of the cash. 
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22. The French coinage is an example of the second system. 
In that the franc is the unit, and there are both niiiltipies and 
divisions of the franc. The Napoleon is equal to 20 fi’ancs, and 
there are divisions of the franc according to a decimal system. 
This coinage is decimal so far as the franc, but not further, as 
the Napoleon is not decimally related to the franc. 

23. The English coinage is an example of the third system. 
In that the unit is the pound sterling, no’vv a gold coin. And 
all other coins are aliquot parts of the pound steiling. The 
English coinage, therefore, proceeds exclusively by suh<Uvlsion. 

24. Now, the decimal system of accounts having been applied 
with great success to the first system; and a decimal system of 
accounts and coins having been adopted with more or less 
success in the second system ; a pretty strong feeling has been 
excited, especially among scientific men, to apply the decimal 
system to the English coinage. That is, to make the different 
pieces of the coinage related to each other in a decimal ratio. 

25. At first sight such a scheme appears to have a great many 
advantages. It is much easier to cast up accounts decimally, 
than by our present plan. And it seems a very plausible thing 
to say, that as the integers proceed on the denary scale, so 
should the subdivisions. That is, if it be multiplied decimally, 
why should it not be divided decimally? 

26. This idea, however plausible it may seem, is utterly errone- 
ous, It is founded on the idea that integers expressed in the 
denary scale and decimal fractions are correlative systems. 
People see the figures on one side of the decimal point increase 
by powers of 10, and on the other decrease by powers of 10, 
and they jump at the conclusion that they proceed on the same 
principles. Nevertheless this is an entire fallacy, and it is quite 
easy to shew it. Tims, if we multiply !• by 3 q we have 3* an 
exact answer; but if \ve divide 1* by 3, do we have -3 an exact 
answer? If we multiply 1- by 2, w^e have 2-; but if we divide 

by 2, we have not *2, but -5. Which shews at once that deci- 
mal fractions are different in principle from multiplication of 
integers. 
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27. To shew this more clearly, we may multiply an integer by 
any number we please — 2, 3, 4, 5, 6, ifec., and we always obtain 
an exact result, which, for the purposes of convenience, we may 
reckon by groups of 10. It is, therefore, physically possible to 
multiply any unit by any number whatever, and obtain an exact 
result. 

28. So we may divide an integer by 2, 3, 4, 5, 6, 7, &c., or 
any number, and obtain an exact result. Hence, division by 
the ordinary numbers is the correlative of multiplication by 
them. As we may multiply the unit any number we please, 
and get an exact result, so we may divide by any number we 
please, and it is physically possible to obtain an exact result 
Therefore, the common fractions are the correlatives of ordi- 
nary multiplication in the denary scale. 

29. But in decimal fractions that is not so. In these the only 
divisors allowed are 10, and powers of 10. Hence, while we 
may multiply by any number whatever, w^e must only divide by 
powers of 10. Thus instead of our divisors being unlimited, 
like our multipliers, they are restricted to a very small number 
indeed. And this consequence follows, that it is physically 
impossible to divide a unit exactly into any aliquot parts which 
are not some powers of the factors of 10. 

That is, a unit cannot be divided exactly in decimals by any 
number which is not of the form 2^ x 5^* 

30. How, the immense majority of numbers are not of this form 
at all, and consequently it is a matter of physical impossibility 
to divide a unit exactly by the immense majority of numbers. 

31. To shew how very few they are, we will shew how 
extremely few there are in the natural numbers up to 1,000, by 
which a unit can be exactly divided by decimal fractions. 

Taking powers of 2, we have — 

1, 2, 4, 8, 16, 32, 64, 128, 256, 512, 1,024, &c. 

Taking powers of 5, we have — 

1, 5, 25, 125, 625, 3,125, &G. 

How a unit cannot be divided exactly in decimals by any 
number except those in these two series, or those arising from 
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the multiplication of any one in the one series by any one in the 
other. 

To sliew how extremely few they are, we have only to see 
how many there are up to 1,000. We shall fuel that there are 
only 28 numbers up to 1,000, in which an exact division is 
possible. They are, 2, 4, 5, 8, 10, 16, 20, 25, 32, 40, 50, 04, 80, 
100, 125, 128, 160, 200, 250, 250, 320, 400, 500, 512, 625, 640, 
800, and 1,000. 

32. Mow, what should we say to a system of multiijli cation 
in ivhich it was a physical impossibility to obtain an exact result 
in tlic immense inajority of cases? What should wm say to a 
system of multiplication in wdiich it Avas pliysically impossible 
to multiply a unit exactly by 3, 0, 0, II, 12, &c.? It is clear 

that such a system could not be tolerated for a day. 

S3. Moaa^, such a system as that Avould be the correlative of 
decimal fractions. It would be one in which ive were forbidden 
to multiply by any numbers except 10, and poivers of 10; and, 
therefore no miiltiplieis which were not of the form 2^ x 5^ 
could bring out an exact answer. 

34. Hence we see that the analogy betAveen decimal numbers 
and decimal fractions entirely fails. In fact, they proceed upon 
different principles ; and it is manifestly the same with any frac- 
tion expressed in the radix of the scale of notation. 

The unit may be multiplied by any natural number whatever. 
But it can only be divided by powers of the radix. Conse- 
quently, it can be divided exactly by no natural numbers Avhat- 
ever, except those composed of poAAmrs of the factors of tlie 
radix. 

35. Hence AAm see at ouce, that there is a fundamental distinc- 
tion betAVCcii addition or multiplication in the denary scale, and 
decimal subdivisions, or decimal fractions. For all cases of ad- 
dition or multiplication, nothing can bo better than decimals, but 
for all cases of subdivision nothing can be Avorse. 

36. The cases, therefore, of a coinage, in Avhich the unit is the 
ioAvest possible, and therefore proceeds by miilti[(lication, and 
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that in which the unit is the highest j^ossihlo, arc not only not 
paiallely but they involve piiiiciples which are antagonistic to 
each other. Where nothing but physical niiilti})lication is 
wanted, nothing can be better; but where physical division is 
required, decimal fractions are impracticable. 

J37. Hence we see at once, tliat the analogy between coinages 
of the third system and those of the first entirely fails, and what 
is the best in the first is impracticable in the third. 

S8. We have said that the essential peculiarity of decimal 
fractious is, that the unit cannot be divided, into any aliquot parts, 
except those proceeding by powers of 10. How this is a re- 
striction that no people would ever submit to in the common 
affairs of life. Wo constantly require to divide things exactly 
into 3, 6, '7, 9, 11, 12 parts. Ho one w^ould ever dream of pro- 
posing that persons should volimtarily preclude themselves from 
dividing a quantity into any exact parts under 1,000, but those 
of the 28 numbers above given. But that is what we should do 
if we were to adopt decimal sub-divisions exclusively.’ Such a 
notion is so monstrous, that no one out of Bedlam would pro- 
pose it. It would be just as rational as to sii])poso tliat we 
should adopt a system of multiplication in which none but tliese 
figures should produce exact results. 

39. How it would bo the state of greatest perfection if we 
could imagine the unit of value, siicli as gold, to be some soft 
substance like putty, which we could subdivide into any number 
of parts whenever we pleased. But as that is impossible, the 
next best thing is to have it divided into that number of pieces 
will eh contains the greatest nuniher of divisors possible. How, 

] 0 is not only not good, but it is extremely bad. 

40. How, considering that the present nnit of the English 
coinage is of gold, and of its existing magnitude, it is quite easy 
to shew tliat there is no division of it at all comparable to that of 
20, 12, and 4. Ho other combination within the same compass 
presents such a richness of factors. For it lias no less than 26 
factors, namely :—2, 3, 4, 5 , 0, 8, 10, 12, 15, 10, 20, 24, 30, 32, 
40, 48, 60, 64, 80, 06, 120, ICO, 192, 240, 320, 480; whereas 
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1,000 has blit 14 factors--2, 4, 5, 8, 10, 20, 26, 40, 50, 100, 125, 
200, 250, 500. Hence the immense superiority of the present 
division of the pound sterling over that of the millesimal one 
for all purposes of physical division is manifest. 

41. Moreover, every one’s daily expeiience shews that while 
he naturally uses the decimal scale for multiplication, he never 
thinks of confining himself to decimal expressions for sub-division. 
People want, every-day, halves and quarters, and half-quarters 
of things, and they call them so. Butjf we are to have decimal 
fractions exclusively, these expressions must be given up. A 
snuffy old woman in the Highlands wants a quarter of an ounce 
of snuff* : she must no longer ask for that, but she must ask for 
a 25-1 00th of an ounce ! And so on. A nation of savans might 
do that, but common humanity never will. We want a half or 
a quarter of a thing. The eye performs the work instanta- 
neously. But if we go to decimal fractions, we must first of all 
divide the whole imit into 10, or 100, and then take 5 or 25 of 
these pa!*ts. Such a statement shews the manifest absurdity of 
such a thing. 

42. The fact is, the whole confusion is based upon the supposi- 
tion that decimal fractions are analogous to decimal integers, 
which is a comifiete delubion ; and if this distinction in principle 
had been fully considered, the question never would have been 
agitated at all. 

40. Consideiing, therefore, these fundamental differences of 
principle between decimal fractions and decimal numbers, and 
decimal multiplication and decimal division, we may state the 
following as ascertained principles with respect to a coinage : — 

1st. Where the unit of account is the lowest coin m common 
use between man and man, and the whole coinage consists of 
multiples of that unit, the decimal system is by far the best. 

2ridiy. Where the unit of account is a coin of some low 
magnitude, the decimal system will have some conveniences and 
some inconveniences. And as the unit becomes larger, the prac- 
tical inconveniences will constantly increase over the advantages. 

8rdly. Where the unit of account is very high, and placed far 
above the immense niajointy of transactions, the decimal system, 
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wlaicli then becomes one of almost entire subdivision, is an in- 
tolerable nuisance, which could never subsist for any time at all. 

44. Prom these considerations we see that it would be prac- 
tically impossible to adopt any system of decimal coinage in this 
country so long as the pound sterling is the unit of account, and 
the coinage is one of pure sub-division. 

Other schemes have been proposed, based upon the penny 
and the farthing. Of these we shall say something hereafter. 

45. It is unquestionable that, for matters of account on 
paper, especially in large numbers, the decimal system affords 
an immense superiority. It is no doubt true, that it is physically 
impossible to divide anything into 3, 6, 7, Aic., parts, by decimals. 
We can, however, carry it as near exactness as we please. The 
philosopher can afford to balance this inconvenience against the 
other many advantages, and carry his calculations a few figures 
further with equanimity, when he knows that the ultimate result 
will come as nearly true as he pleases. But it is a far different 
matter with the daily transactions of life, where actual physical 
sub-division is required, and where the differences which arise 
from an imperfect division give rise to everlasting and per|)etual 
quarrels. Ko man who has not studied history can conceive the 
intolerable practical misery that a depreciated currency causes 
to a people ; and the very same effects are produced by an im- 
perfect system of subdivisions. We shall have ample evidence 
of the truth of this in the course of this section. We shall now 
give some historical notices of the adoption of the decimal system 
of coinage by different nations. 

Of the Decimal System of Coinage of the United States. 

46. The currency of the various American colonies was 
originally the same as that of the mother country. But we 
have shewn elsewhere that nearly all the States had issued 
enormous masses of paper currency, the effect of which had 
been to depreciate the pound in them. In each State, too, the 
pound had undergone a different degree of depreciation ; hence 
there was, at the time of the Eevolution, an immense confusion 
between the currencies of the different* States. The weight of 
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tbe ponnd sterling was grains of pure silver; but the 

pound of Georgia was 1,54'7 grains; that of Virginia, Con- 
neciiciit, Eliodo Island, Massachusetts, and ISTew Hampshire 
was 1,280 grains; the pound of Maryland, Delaware, Penn- 
sylvania, and New Jersey was 1,031 J grains; and the pound of 
North Carolina and New York was 966| grains. 

4^. While, therefore, the pound, shilling, and penny had 
different values in different States, the Spanish dollar had a 
general circulation throughout all the States, but with a 
different rating. In the New England States and Virginia, 
it passed for ^72 pence; in New Yoik and North Carolina, for 
00 pence; in the Middle States, for 90 pence; and in Georgia 
and South Carolina, for 50 pence. 

48. When the Congress was formed, they found it necessary 
to issue a paper curreucy, to caiay on the war. If this had been 
based on tlie pound, it Avould have caused intolerable confusion; 
besides there was no reason why the pound of any particular 
gi'oiip of States slioukl he preferred to the others. Congress 
therefore adojited the plan of basing their paper on the Spanish 
dollar, which bad a general currency throughout the States, 
And when the national independence was secured, as it was 
necessary to liave a national ciuTency, the dollar was naturally 
adopted as the national unit in 1785. 

40. Mr. Eobert Morris, the Financier of the American Eevo- 
iution, seems to have been the first who brought forward a 
scheme for a decimal coinage. On the 15th of January, 1782, 
he laid before Congress an exposition of the plan. He proposed 
to have an exceedingly small unit, and that the coins should be 
increased in a decimal ratio, so as to afford an easy calculation. 
This unit need not be a coin, but was to be a quarter of a grain 
of pure silver. Tbe lowest silver coin sbould be 100 of these, 
and be called a cent. To this 2 grains of copper were to be 
added, so that the coin should -weigh 1 dwt. 3 grs. Five of 
these were to make a qnint^ or 500 units, and 10 to make a marJc 
or 1,000 units. This plan was not carried out, kCr. Morris 
having resigned, and Mr. Jefferson, 1o whom the matter was re- 
ferred in 17Si, considering the unit too small Mr. Morris him- 
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self subsequently modified it by adopting a larger unitj wliicli lie 
assumed to be 12s. 6d. sterling. Tills he called a pound, and di- 
vided by 10 in a decimal ratio, making the pound 1,000, the 
shilling 100, the penny 10, and the doit 1. It was found that 
the currencies of all the different States might be reduced to 
this common measure. The table of coins proposed in connec- 
tion with this system, was — the crown, of gold, of 1,200 doits ; 
the half-crown, 600 doits ; the dollar, of silver, 300 doits; the 
shilling, 100 doits; the groat, of 20 doits ; and the copper doit. 
Thus we see that, though the accounts were proposed to be 
decimal, the coinage was not decimal, but hiuciri/ and ternary. 
In 1^80, Congress adopted Mr. Jefferson’s plan, and adopted a 
system of coins of these names: an eagle^ to contain 24.0*208 
grs. of fine gold, to be equal to 10 dollars : a half -eagle of 
similar pro 2 >ortions ; a dollar^ of silver, to contain 375*01: grs. 
fine; half dollars of similar proportions; a double dlme^ of 
75*128 grs. of silver; half dimes ^ and cents ^ of copper, the 
100th part of the dollar, and half -cents. Thus, here we see 
the units divided into halves, 

50. This report was presented to Congress, but no action was 
taken on it. In 1790, it was referred to Mr. Alexander Hamil- 
ton, the Secretary, and in the next session he presented an 
elaborate report u|)on it. He adopted the dollar as the unit, 
but contended that it should not be attached either to gold or 
silver exclusively. He proposed that it should correspond to 
24| grs. of pure gold, or 3714 grs. of pure silver, each to pass 
for 1 dollar in the money of account; the alloy of each to be 
1-1 2th, making the miit 27 grs. of standard gold, and 405 
grs. of standard silver. These proportions for the coins were 
adopted, and an Act to establish a mint and regulate the coins 
was passed in 1792. The alloy was fixed at 1 part in 12 for gold, 
and for silver 179 parts alloy, and 1,485 fine. This proportion, 
however, was altered in 1837, when the alloy both of gold and 
silver was ordered to be one part in 10. 

51. The introduction of the decimal system into the American 
coinage was considered as a great triumph of science, and its 
authors boasted that it had met with the boundless approval of 
all eminent men in America and Europe. If, therefore, it had 
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been found in practice so very beneficial, we should naturally 
have expected that, during the period it has been in force, now 
just 80 years, it would have entirely superseded the former sys- 
tem of pounds, shillings, and pence, and the binary division of 
halves, quarters, eighths, <fcc. We should have expected that 
the existence of the former system would only have been known 
to professed antiquaries, who might have looked upon it some- 
what in the same light as geologists do the extinct races of ani- 
mals. And as for the common people, they never could have 
been expected to have heard of it at all. But is this the fact in 
practice ? It is found not to be so. By law, the dollar is divi- 
ded into dimes, cents, and mils. But it is found in i^ractice that 
the cent being taken as the unit, while calculations upwards are 
reckoned decimally, those downioards invariably proceed on the 
old binary scale ; while the law declares that there shall be no 
division of the cent, except by 10, universal mercantile custom 
invariably proceeds by halves, quarters, eighths, The mil 
is utterly ignored. Thus, Mr. Slater placed before the Decimal 
Coinage Commissioners, as an ordinary specimen of mercantile 
news, the following extract from a Mew Oi leans Price Cur- 
rent : — Louisiana sugar, of fair to fully fair quality, is quoted 
at 7 to 7 J cents per lb. ; ginger at 6 to 6 J cents per lb ; tobacco 
at 7 and cents per lb. ; (and also, exceptionallii ^ among a 
multitude of quotations, exhibiting binary subdivisions, at 
and cents), Green meat (pork) found purchasers at 7-J cents 
per lb. ; and lard at 9} to 9;? cents. On cotton, the advance 
within the week has been fully f to -J- cent per lb., whilst freight 
to Liverpool was taken at ■f\ to I cents this year, against ^ to 
•^4. in 1855, and {-f to l-d. in 1854. To Havre, cotton is taken 
on freight at f cents. A ship was taken for Bordeaux at 
cent, and at Boston at cent.” Mo freights were quoted at 
decimal rates. Among the articles fluctuating in price by J 
cents, were found almonds, bacon, bagging, coffee, hides, lead, 
rice, soap, spirits. 

52. Thus, we see, taking this as a specimen of the mercantile 
custom in America, that commercial instinct obstinately rejects 
the decimal division, notwithstanding it is thrust upon them by 
law. And is it possible to conceive they would not long ago 
have adopted it without any law at all, if it had really been more 
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suited for their purpose ? just as some commercial establishments 
ill this country have adopted decimals in their business, because 
it answers their purpose, without any law at all. And no won- 
der, for the binary subdivisions being found to be those most 
convenient for commercial purposes ; 4ths could not be expressed 
in less than two figures, 8ths in less than three; 16ths in less 
than four; 32nds in less than five; and G4ths in less than six. 
Thus, for instance, in the above extract, f == *625 ; == *8125 ; 

■JA * 343 ^ 5 . What memory could stand such complexity? 
In the first place, it would be necessary to recollect that three 
figures in the quotation meant 8ths; four figures meant 16ths; 
and five figures meant 82nds ; and then all the varieties of these 
fractions. This example shows that, for physical subdivision, 
decimals are intolerable. 

53, Commercial instinct, therefore, utterly condemns decimal 
subdivision. But does the common practice of small dealers of 
all sorts support it any better in common life ? The evidence 
before the Commissioners as decisively disproved that n?^ion* 
During all this long period of 70 years, it has been found impos- 
sible to extirpate the old reckoning by shillings and sixpences. 
Professor Kelland, Dean of the University of Edinburgh, 
travelled extensively through the States, and gave in a most 
valuable paper to the Commissioners. When a nation adopts a 
decimal coinage, it would naturally be expected that they should 
adopt decimal weights and measures. Indeed, some of the sci- 
entific witnesses examined before the Parliamentary Committee 
and the Commissioners, seemed to think that there was very 
little use of one without the other. But the Americans have 
not decimalized their weights and measures; they still retain the 
old ones they learnt from the mother country. How is this, if 
decimalization be so good ? Still more should we expect that 
they would have made up their parcels in shops in tens, instead 
of dozens, to accommodate their money; but they have not 
decimalized their parcels. Professor Kelland says, — The 
decimal system has been the legal system in America for 60 
years, and dozens have not yielded a hair’s breadth as yet. The 
same paper from which I quote, contains Yalentines, in lots of 
144, 36, 24, 18, 12, and 3, but no tens.” In a Cincinnati paper, 
there were advertised for sale, 100 dozen jars, 100 dozen glass, 
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100 dozen cans. Shillings were the suras charged in Philadelphia, 
in the hotel hills. This appeared very strongly, too, in the book 
catalogues. The prices, though expressed in cents, were in reality 
accoimnodated to shillings. Some were marked 69 c., which in 
reality meant 5s. 6d., New York; others 63 c., which meant 
5s New York, the New York shilling being 12-]- cents. The 
New England shilling was lOf cents. On exaniming 12 pages 
of the catalogue, decimal })ricGS were marked in 40 cases, and 
non-decimals in 117. Among book prices, 38 and 31 cents were 
most frequent, being remarkable numbers to choose if there wore 
no patdicnlar reason for it. The fact was, the former mimber 
meant 3s., and the latter 2s. Cd. New York. 

5-J. Nor was tins opinion iinsuppoited by intelligent natives. 
The Rev. .Joshua Lea\ lit, editoi of the Independent^ of New 
York, stated to tlic Committee of the Canadian Assembly, in 
1855, — “I have no doubt of the superiority of the decimal sys- 
tem for the pmposes of account, but for all the purposes of 
sma]J circulation, m marketing, huckstering, and the like, I am 
persuaded that a duodecimal currency, like tliat of England, or 
like that wliich formerly prevailed in the city of New York, is 
fir preferable. Tiiese small transactions of daily life outnumber 
the transactions of commerce almost inhiiitely, and it seems im- 
possible to make a decimal currency as convenient in these as in 
the old currency. One reason is, that the decimal currency ad- 
mits of only one aliquot division, that is, into halves.” Mr. 
Leavitt then shews the excessive inconvenience of this want of 
divisible power. He also said — “You are aware that in our 
(?. New York) marketing, and other small transactions, our 
business is still done in shillings and pence, the shilling being 
one-eighth of a dollar, and therefore corresponding exactly in its 
value to the old Spanish coin of one eight. The provincial 
currency of New York, before the Revolution, was framed upon 
the reckoning of 8s. to a dollar ; and when the Federal currency 
was introduced in matters of coin, the common people still cluno* 
to the old shilling as a matter of necessary convenience in their 
pocket payments ; and the experience of slety yeare has not in 
the least diminished their attachment to this method of reckon- 
ing in small payments. ^ And not only this, but ifo 

fmd the people of all parts of the coantr>* are leariiiiig more and 
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more to use tlie vernacular currency of New Torlc in their daily 
chaiTeriiigj from one end of the United States to the otlier. 
You will frequently hear people giving you the price of things 
in York Shillings and York sixpences. I think this experiment 
is conclusivoj and ought to he satisfactory to prove that the 
duodecimal currency in small transactions is a great public 
convenience. I am sure it is only this actual and felt con- 
venience which has enabled it to maintain its ground for 60 
years. For myself, I have no idea that we shall 

ever abandon the shilling currency ; the lapse of generations has 
only fixed it more firmly upon us, and I fully believe that in a 
few years we shall have a Congress so governed by common 
sense, and so alive to the convenience and welfare of the people, 
that they will legalise the York shilling and sixpence, as the 
eighth and sixteenth of a dollar, and will give us from our 
own Mint a corresponding coinage.” The Committee of the 
Legislative Assembly of Canada reported that coins representing 
the eighth and sixteenth of a dollar, were indispensable in small 
transactions in Canada; these coins being quite incompatible 
with a decimal coinage. 

55. The introduction of a decimal system of coins into 
France, was easier than almost any other nation. The French 
coins, like those of Western Europe, were divided into livi’es, or 
francs, sols, and deniers. But the successive depreciations had 
brought the livre, or franc, down to below lOd., the sol was 
in fact equal to and the denier had altogether ceased to 
exist as a coin. The franc and the sol were therefore all 
that were wanted. It was only to call it five centimes instead of 
one sol, and the thing was done. Nevertheless, slight as this 
change was, it was effected with inconceivable slowness, if 
indeed it can be said to be done yet. The name of the livre was 
abolished, but that of franc retained. In order to make it 
weigh 5 grammes, it was found necessary to increase its weight 
by l-80th part. Slight as this difterence was, it gave rise to 
great disturbance. Dr. Gray says, “ Even now, at the distance 
of more than half-a-century, it is by no means universally 
adopted in France, either in accounts, or still less in the great 
mass of ordinary retail dealings. As long as the old livres 
remained in circulation, wlienever they were tendered in place 
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of a franc, it became a constant sonx’ce of contention wbich party 
was to be the loser by the bargain ; one or tlie other must be so, 
as there was no coin to represent the actual differenoej and the 
debate frequently ended in the weaker party giving two 
centimes, or one fiftieth-part instead of one eightieth part over 
and above the livre ; or as a centime was a rarity seldom seen, a 
liwe and a sol were combined to represent a franc, and thus the 
receiver obtained three and three quarters per cent, beyond the 
real value of the new coin as compared with the old.” Dr. 
Gray says that even now accounts are still frequently kept 
in livres, sols, and deniers, in the provinces, and even in Pans 
itself the prices of most of the common and smaller articles 
are constantly expressed in sous. Galigna/ii^ s Messenger is 
marked ten sous^ not fifty centimes, or five decimes. In 1856, 
an ordonnance was issued to prevent people crying articles 
in the streets in sous ! So long do the old habits of the people 
on so small a matter continue against all the efforts of a 
powerful government. 

5G. The French introduced their decimal system of monies 
into Sardinia in 1^93. The lira was diminished to an equality 
with the franc ; 100 old Piedmontese lire being coined into 118f 
new lire, or francs The Sardinian money is now in all respects 
the same as the French, the coins of the two countries passing 
freely in each other. This change was continued by the restoi'ed 
dynasty, after the overthrow of the French Empire. By laws of 
the 12th of August and 7th September, 1816,- and 4th and 9th 
December, 1820, the new lira was declared to be the money of 
account, and all contracts were ordered to be made in that coin. 
In 1827, this system was extended to the Duchy of Genoa, and 
in 1843 to the island of Sardinia. And since the unification of 
Italy, the French system of coinage has been adopted through- 
out the country. 

67. The French introduced the decimal system into Belgium 
in 1803. It was suppressed in 1816 in favour of the decimal 
system of the Netherlands, but the French system was restored 
in 1832. Before 1808, there were four distinct systems of 
coinage legalized, and in common use ; namely, the Flemish livre 
containing twenty schillings, each schilling twelve gros, each 
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gros^ eight penninghens, and each penninghe three my ten. This 
money was used chiefly foi’ calculating the foreign exchanges, 
especially that upon London, and was continued so late as 1843. 
The great commercial houses kept their accounts in florins, di- 
vided into 20 sous, and each sol into sixteen deniers. This was 
also used in the exchange on Amsterdam and Hamburg. The 
Brabant florin, containing twenty sous, and each sol into twelve 
deniers, was the money used in the transactions of daily life. 
And lastly, the government accounts were kept in livres tournois, 
divided into twenty sols of France, and each sol into twelve de- 
iiiers. It is not surprising that the establishment of a single 
uniform system like the French was found to be a great improve- 
ment over such complication. But even here the immense time 
necessary to change the habits of a people is seen. The higher 
commercial classes in the cities keep their accounts in francs and 
centimes, but the old division of Brab ant-guilders and stivers 
are still maintained by the small tradesmen and shopkeepers, 
though these coins have no monetary representatives. In usual 
life, every man in Belgium is compelled to have constantly at 
hand his tables of reduction of the various monies, both past and 
present. 

58. U]3 to 1848, the Swiss coinage was in a state of fearful 
confusion. Each Canton coined money for itself, which would 
not pass in the neighbouring ones. Numerous coins from France 
and Germany also passed current at different denominations. 
The Federal constitution of 1848 took away the power of the 
Cantons to coin money, and placed it in the hands of the Federal 
authorities, and demanded a monetary reform. In 1850, a new 
Federal law on coins was passed, which was brought into effect 
during 1851 and 1852. The moneys of account and usage were 
assimilated to the French, and all the old ones withdrawn and 
destroyed. What an enormous improvement this was, may be 
judged by the answer of Mr. Triimhler to tbe Decimal Coinage 
Commissioners, who says that before 1850, there were current 
^ all kinds of German dollars, German florins, Austrian zwanzi- 
gers, French five-franc pieces, subdivisions of the above, and 
about 160 different Swiss coins. The legal value of most coins 
was differeht in almost every Canton ; and the current value dif- 
fered everywhere from the legal value I ” Thus the same coinage 
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circulates tLroiighoiit France, Belgium, Switzerland, and Italy, 
to ihe immense relief of travellers. 

50. The late kingdom of the Two Sicilies had a coinage of 
which the ducat was the unit, divided into 10 carlini, and 
each carlino into 10 grains, and each grain into 10 calli. But 
accounts were kept only in ducats and grains. Payments, 
however, were seldom made in ducats, which was a very rare 
coin, hut in NTeapolitan dollars, worth 12 carlini, or 120 grains. 
And here we have a curious example of a decimal system 
of accounts, 'with a duodecimal coinage. For the coins in 
circulation were the dollar of 12 carlini, or 120 grains; half- 
dollars of G carlini, or GO grains : pieces of 4 carlini, 3 carlini, 
2 carlini, 1 carlino, and half a carlino. Copper coins are in 
common use, of half a carlino, 4, 3, 2-]-, 2, 1-]-, 1 grain, and 
half a grain. 

This is a very strong and striking example of what we said 
above, that as soon as the unit of money becomes of any mag- 
nitude, the practical purposes of life irresistibly demand a dtio- 
decimal coinage. The very same thing as is manifested in 
America. 

60. The Netherlands, like most other countries, were afflicted 
with great monetary confusion. The basis of the whole, how- 
ever, was the dorin, containing 20 stivers, or 20 pence English. 
In 1821, this coin was taken as the unit of the system, and 
divided into cents and half-cents. Iii this case we observe the 
transitions was extremely easy. The stiver was already the 
20th part of the florin, and its name was simply changed into 
5 cents, as in France. Hence nothing new required to be done ; 
it was simply to abolish a number of the old coins. 

61. Portugal is an example of a country having a single unit, 
like that of China, and all the coins being multiples of that unit. 
The Portugese unit is the rei, being equal to/g- of a penny. The 
smallest coin is the 5 reis, or of a penny. But though all the 
moneys of account were decimal multiples of the rei, the coin- 
age was not so. The coinage consisted of moidores of 4,800 
reis ; cnisadoes, 400 reis ; cruzados novos, or pinto, 480 reis ; 
qiiartiiilios, 1,200 reis; testoons, 130 reis; and vintems, 20 reis. 
This coinage has, however, now been abolished, and it has now 
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been decimalized, as ■well as the accounts. The change came 

into operation in 1857. 

62. In Russia, the silver ruble is the standard, being about 
37 or 39 pence. This is divided into 100 copecks, and the 
copeck is divided into halves and quarters. The silver ruble 
was established as the unit of money in 1840, in place of the 
ruble of assignation, to which the issues of depreciated paper 
had reduced the Russian standard. The silver ruble was equal 
to 3-]- paper rubles, but the sub-divisions of the latter were the 
same. And here we perceive that as soon as it went below 
cents, the binary division was found necessary. 

63. In Greece the drachma is the unit, being in value about 
8|:d. ; this is divided into 100 lepta, the latter being about -J- of 
a farthing. The drachma, however, is an imaginary coin, and 
foreign coins of gold and silver are current at a regulated value. 
The only Greek coinage is copper. Hence, although accounts 
are kept decimally, there is in reality no decimal coinage. 
Drachmas, half and quarter drachmas, are sup 2 >osed to exist. 
Here we see as usual binary division for practical purposes. 

64. Such are the examples of actually existing decimal sys- 
tems both in accounts and coinages, and we shall find that they 
will throw much liglit upon the important question whether it 
is expedient to decimalize the coinage of this country. We 
observe then, that the highest unit in a decimal system of coin- 
age is the American dollar, which is divided nominally into 
dimes, cents, and mils. But practically, the only moneys of 
account are dollars and cents. The next highest was the Hoa- 
politan ducat, 41-|- pence, divided nominally into lOths, lOOths, 
and IjOOOths. But in practice the accounts were kept in ducats 
and grains only. The coinage was entirely duodecimal. The 
next highest unit is the Russian ruble, about 38d., both nomi- 
nally and in practice, divided into 100 copecks; but the copeck 
is divided into halves and quarters. 

Then comes the Netherlands, with its unit of 20d,, divided 
into cents, and these into half cents. Then the French, Swiss, 
Belgian, and Italian unit of lOd, nearly, divided nominally into 
decimes, centimes, and miUiemes, but practically only into francs 
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and cents. Here the centime is a coin so much below all ordi- 
nary use that there is no occasion for its division, and whether 
in commercial transactions it is so or not, we have no informa- 
tion. Then comes the Gi’eek unit, also divided into lOOths; 
and lastly, the Portuguese unit, which is below the purposes of 
common life, and, therefore, does not require division. In all 
of these we observe that practically people refuse to go below 
cents in their accounts; so that we may faiily consider them as 
the pivots of the coinage, and whenever they go below cents in 
business, they invariably reject the decimal division, and adopt 
a binary one. And this becomes clearer as the nominal unit 
becomes larger. 

65. The question of decimalizing the coinage and accounts of 
this country has been mooted at various times. In 1816, a 
Royal Commission was appointed to consider the possibility of 
establishing a more uniform system of weights and measures. 
Tliey reported that the existing sub-division of weights and 
measures was far more convenient for practical purposes than 
the decimal scale. In 1824, Sir John (afterwards Lord) Wrot- 
tesley brought forward a motion in the House of Commons for 
inquiring into the apjDlicability of the decimal system to coins. 
He proposed pounds, double shillings, and farthings, reduced 
four per cent, in value ; in fact, what is now known by the name 
of the pound and mil scheme. The motion was, however, with- 
drawn, and the currencies of England and Ireland were soon 
afterwards assimilated. The standards of weight and measure 
were lost when the Houses of Parliament were burnt, in 1834, 
and ill 1838 a Commission was appointed, consisting of the 
Astronomer Royal (Mr. Airy), the President of the Royal 
Society (Mr. Francis Baily), Mr. J. E. Drinkwater Bethune, 
Sir J. W. F. Plerschel, Bart., Sir J. G. Shaw Lefevre, Sir J. W. 
Lubbock, Bart., the Very Rev. George Peacock, Bean of Ely, 
Lownclean Professor of Astronomy, and the Rev. R. Sheep- 
shanks, all men distinguished in science, but not one having any 
practical knowledge of commerce. The Commissioners reported 
in 1841, strongly recommending the decimalization of the coin- 
age, on the same system as already proposed by Sir John Wrot- 
tesley. In 1843, a second Commission was appointed, contain- 
ing the names of the Astronomer Royal, Sir Jolin Herschel, Sir 
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J. G. S. Lefevre, Sir J. W. Lubbock^ tbe Baan of Ely, and 
Mr. Sheepshanks, members of the former Commission, to 
whom were added, the Marquis of j[Srorthampton, President 
of the Royal Society; the Earl of Rosse; Lord Wrottesley; 
and Professor Miller. The Report of this Commission, com- 
posed exclnsively like the former of men of science, agreed 
with the former, and proposed to carry out its recommend- 
ations. 

06. In 1847, a motion was made in the House of Commons, 
by Sir John Bowring, on the 24th April, for an Address to the 
Crown in favor of the coinage and issue of silver pieces of the 
yalue of 1-1 0th and 1 -100th of the pound sterling, in order to 
introduce the decimal subdivisions of the coinage. The mo- 
tion was withdrawn, on the engagement of the Chancellor of 
the Exchequer that pieces of the value of the tenth of the 
pound slioiild be coined. This was done, and these pieces 
called florins, are now in general circulation. 

67. On the 26th of March, 1853, the Commissioners of 1843, 
hearing that a coinage of copper was in contemplation, addressed 
a letter to Mr. Gladstone, then Chancellor of the Exchequer, 
strongly urging upon him that this copper coinage should he in 
pieces of the value of 1-lOOOth, 2-lOOOths, and 4-lOOOths of a 
pound, being 4 per cent, below the present farthing, half-penny 
and penny, with the view to the introduction of the decimal 
system. On the 5 th of A.pril, Mr. Gladstone was asked in the 
House of Commons whether it was the intention of Government to 
carry out the decimal system, by coining the new copper money 
on that scale. The Chancellor replied that there was no inten- 
tion on the part of the Government to make any change m the 
copper coinage. Nevertheless, considering the great importance 
of the subject, they would support the motion for a Committee 
by one of the members. Accordingly on the 12th of April, on 
the motion of Mr, W. Brown, member for South Lancashire, a 
Committee was appointed to consider and report upon the ex- 
pediency or otherwise of adopting a decimal system of coinage. 

68. This Committee examined twenty-five witnesses, all of 
whom were in favour of a decimal system of coinage, and recom- 
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mended the pound and mil scheme^ as tlie plan of the former 
Commissioners was called, with the exception of Mr. Headlam, 
member for Newcastle, who strongly urged the expediency 
of making the icl. the basis of the coinage, and niiiitiplying 
from that nnit. Tins would make the pound sterling equal to 
£l Os. lOd. The Committee made their report on the 1st of 
August, strongly recommending the adoption of the pound and 
mil scheme. They recommended the withdrawal of tlie hall 
crown, the 3d. and 4d. pieces, and the introduction of cop]jer 
coins of 1, 2, and 3, mils, and silver coins of 10 and 20 mils. 

69. The Keport of the Committee excited much discussion in 
the newspapers and among the public, and was followed as 
usual by a great eruption of pamphlets. But a most extraordi- 
nary difterence of oiiinioii soon manifested itself among the 
zealous advocates for a decimal system. No less than eleven 
different schemes were brought forward, and urgently pressed, 
all based on some particular coin of the existing moneys. Most 
of tliem, too, were hostile to the adoption of any rival scheme, 
and preferred to maintain the existing coinage rather than have 
any plan but their own adopted. These rival schemes introduced 
greatei' com])lexity into the question. In 1855, the House of 
Commons passed a resolution, by 135 to 50, in favour of the 
further extension of the decimal system. But, before finally 
deciding, the Government referred the whole matter to a Com- 
mission, composed of Lord Monteagle, Lord Overstone, and Mr. 
J. G. Hubbard. This Commission made a preliminary report in 
April, 1857, signed by all its members. They examined a num- 
ber of witnesses, who were adverse to the pomid and mil scheme, 
and they prepared a series of questions to be addressed to 
eminent persons who lived in foreign countries, where the deci- 
mal vsystem was already in use. Moreover, Lord Overstone 
prepared a series of questions, framed with a view of bringing 
into distinct notice and examination some of the advantages of 
the present system of coinage, and some of the principal diffi- 
culties and objections which have been suggested as attending 
the introduction of a system of decimal coinage, 

70. The evidence given before this Commission, together 
with the experience gathered from foreign countries, and the 



§ 08-71] BESOLUTIOKS OF THE COMMISSIONEES. 433 


answers to Lord Overstone’s qnesfeions, may be said to have 
completely changed the aspect of the question, and to have 
conclusively settled it against the decimalization of the English 
coinage. Lord Monteagle retired from the Commission, and 
the final report was delivered on the 5th April, 1859, signed 
only by Lord Over stone and Mr. Hubbard. The conclusions 
which they jointly arrived at were, that the experience of 
foreign countries, where the decimal coinage had been intro- 
duced, was full of instruction and warning to us; but the 
circumstances of this country were so different that no safe 
conclusion could be drawn from them. That commercial men 
as well as others were greatly divided on the subject. That it 
was difficult to come to any useful conclusion as to the merits 
of the decimal system in the abstract, and distinct and peculiar 
difficulties attended each separate form proposed for adoption. 
That the penny scheme had many advantages over the pound 
and mil scheme; nevertheless that the state of public feeling 
would not allow the pound to be disturbed. That as regarded 
the pound and mil scheme, there appeared to be an advantage 
in calculations, though the extent of the advantage was much 
disputed. That with regard to the reckonings of the shop and 
the market, and for mental calculations generally, the present 
system was unquestionably the best, as well as regarded the 
coins, provided by the rival schemes. That the pound and mil 
scheme could not be looked upon as a demonstrative improve- 
ment but rather as a doubtful experiment, attended with many 
transitional difficulties, partly of a moral character, arising from 
the difficulty of changing established usages and habits, and 
partly mechanical, arising from the non-interchangeability of 
the old and new coins. The advantages of decimal accounts 
might be attained without disturbing the coinage, by a more 
extensive use of the practice now adopted at the I^^ational Debt 
Office, and tbe principal Assurance Offices. That under existing 
circumstances, it was not desirable to disturb established habits 
by an attempt to introduce any new principle into the coinage 
alone. 

'71. These were the joint resolutions adopted by the two 
Commissioners, But Lord Overstone prepared a draft report, 
most ably and fully discussing the evidence obtained by the 
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Commissioners, and weighing the alleged advantages and disad- 
vantages of each scheme with perfect impartiality. The clear 
and convincing way in which the question is argued in all its 
different bearings, may be considered to have finally disposed of 
the subject. 

The result of this inquiry has also disposed of the question 
whether it be possible to have an International Coinage. We 
have seen that it is practically impossible to alter the British 
Coinage ; and certainly it cannot be expected that so large a 
portion of Europe as have felt the benefit of the French system 
will consent to alter theirs. A new element has also recently 
been introduced into the question. Before the recent wars of 
Prussia against Austria, and Germany against France, there was 
a great confusion among the coinages of the different German 
States, and, if things had remained as they were, they might 
perhaps, one by one, gradually have adopted the French system. 
But Germany is now consolidated into a single great empire, and 
it is intended to have a coinage of its own. We believe that the 
details of it are not yet completely settled ; but it is understood 
that it will not be the French system. We believe that it is 
intended to issue gold pieces of 20 marks, the exact equivalent 
of the British sovereign ; and so the mark will be equal to the 
shilling. 
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We have now arrived at the consideration of the great subject 
of Credit, the great marvel of modern commerce. What the 
Steam Engine is in Machinery, what the Differential Calculus is 
in Mathematics, that is Credit in Commerce. 

In the preceding chapter, we discussed the Theory of. the 
Coinage in which "Values were originally estimated. But in this 
country, and in some others. Credit has superseded Money as a 
Medium oL Exchange to an extent of which few people have the 
most distant conception : and it is just as impossible to have a 
correct idea of the Theory of Prices without a thorough know- 
ledge of the mechanism of the System of Credit, as it would be 
to understand the phenomena of production without considering 
the effects of machinery. 

To understand the subject of Credit, the most important 
branch of Commerce and Mercantile Law, properly, it is neces- 
sary to give a succinct account of the history of Roman Law re- 
lating to the creation, the sale or transfer, and the extinction of 
Debts. Roman Law started from exactly the same principle 
regarding the transfer of Debts, as is the present Common Law 
of England; and after many centuries, being moulded by a long 
series of illustrious Lawyers, was brought to a state of simplicity 
and perfection, which was declared to be Law, by the Legislation 

2 F 2 
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of Justiniaiij soon after the beginning of the 6th century. These 
doctrines were adoi^ted and confirmed in the Revised Code, 
called the Basilica, promulgated by the Basilian dynasty in the 
10th century. The Code of Justinian, therefore, on the subject 
of Credit, was the Common Commercial Law of Europe, except 
England, and except where it may have been modified by special 
legislation in difierent countries. 

The Common Law of England with regard to the transfer of 
Debts, is exactly what Roman Law was at the time when the 
Romans abandoned Britain, as stated in the Institutes of Gains. 
¥Vhiie Equity, which was for many hundred years administered 
by Churchmen distinguished for their knowledge of the Civil 
Law, adopts the more advanced doctrines of the Pandects. 

At the present time, Credit is by far the most gigantic species 
of Property in this country, and the trade in Debts is beyond all 
comparison, the most colossal branch of commerce. The subject 
of Credit is one of the most extensive and intricate branches of 
the Law of Property. The merchants who trade in Debts — 
namely Bankers— are now the Rulers and Regulators of com- 
merce : they almost control the fortunes of States. As there are 
shops for dealing in bread, in furniture, in clothes, and, every 
other species of property, so there are shops, some of the most 
palatial structures of modern times, for the express purpose of 
dealing in Credit : and these shops are called Banks: 

And as there are corn markets and fish markets, and many 
other sorts of markets, so there is a market for buying and sell- 
ing Foreign Debts, which is called the Royal Exchange. Thus. 
Banks are nothing but Debt shops, and the Royal Exchange is 
the great Debt Market of Europe. 

It was out of discussions on the Nature of Credit that the 
modern science of Political Economy took its rise, and yet it is 
the subject w^hich has been least undei'Stood by Economical wri- 
ters. Considering the mighty part which Credit plays in modern 
commerce, and the efiects it has had for weal or for woe upon 
nations, we should natoally have expected that Economists 
would have thoroughly worked out the subject, and would have 
,beea unanimously agreed upon its nature and efiects. So far is 
this from being the case, that on no subject whatever, if possible, 
are they more utterly at variance with each other, and with them- 
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selves. To understand the subject of Credit iDropeiij, requires 
a thorough settlement of nearly all the Fundamental Conceptions 
in the science, which has hitherto been almost entirely neglected : 
and in the following chap ter, we shall see the benefit and the 
utility of having given so much labour to generalize the Funda- 
mental Conceptions of Economics. It requires a knowledge of 
some of the most abstruse branches of Law : and indeed to ex- 
plain some cases in Credit was too much for some of the most 
eminent judges on the bench. In one case Lord Eldon said — 
“ I think that I argued the case of ex pai^te Walker^ and I must 
say that the speculation about paper certainly outrun the grasp 
of the wits of the Courts of Justice. This sort of circulating 
medium puzzled as able a man as ever sat here — Lord Thurlow. 

• What was to be done then? The Court was 

puzzled and distressed. At last however we came to an anchor- 
age in that case — ex parte Walker, I have no difficulty in saying 
that I never understood it. I am satisfied that though no doubt 
the Court understood that judgment, yet none of the counsel 
did.” 

Truly says Daniel Webster^ — Credit is the vital air of the 
system of modern commerce. It has done more, a thousand 
times, to enrich nations, than all the mines of all the world. It 
has excited labour, stimulated manufactures, pushed commerce 
over every sea, and brought every nation, every kingdom, and 
every small tribe among the races of men to be known to all the 
rest; it has raised armies, equipped navies, and triumphing over 
the gross power of mere numbers, it has established national 
superiority on the foundation of intelligence, wealth, and well 
directed industry.” So also an able French writer, M. Gustave 
du Puynode, says® — “However fruitful have been the mines of 
Mexico and Peru, in which for a long time after Columbus, 
seemed buried the fortune of the world, there is yet a discovery 
more precious for humanity, and which has already produced 
more wealth than that of America: that is the discovery of 
Credit, a world altogether imaginary, but vast as space, as inex- 
haustible as the resources of the mind.” These descriptions are 
undoubtedly true ; but unfortunately there is a reverse to the 

i Speech in the Semte of tlte Uinterl States, l^th March, lS3i. 

2 jDe Icc Moiinaie, du Credit ct de VImpot, p. 110. 
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medal If credit in modern times, when rightly used, has pro- 
duced all these wonderful effects ; when misused, it has produced 
catastrophes of a corresponding magnitude. False theories of 
Credit, and the abuse of Credit, have produced monetary cata- 
clysms, which have shaken nations to their foundations, and 
whose direful effects have only been equalled by those of the 
volcano and the earthquake. It, is, therefore, of the deepest 
national importance to investigate and establish the true Theory 
of the subject. 

The investigation of this subject, moi^eover, opens up another 
most interesting branch of inquiry. For considerably more than 
a hundred years Mathematicians have been in the habit of calling 
Debts Negative Quantities.” But very few have given any 
explanation of what they meant by calling a Debt a ‘‘ Negative 
Quantity,” and those who have attempted it, from the want of 
knowledge of the principles of Law and the facts of commerce, 
have completely failed in giving an explanation which can be 
received as suitable for Economic Science. 

It is well known that, though Mathematicians have been in the 
habit of using the Algebraical Signs for many hundred years, it 
is only within the present century that the Theory of these signs 
has been completely worked out. We must therefore explain 
the Theory of Algebraic Signs, and the principles of their use in 
Mathematics and Natural Philosophy, and then give an expo- 
sition of the Facts of Commerce, and then discover what inter- 
pretation of these Signs is suitable for the circumstances of 
Economics. 

And when we have combined these things together — an expo- 
sition of tlie facts of commerce — an exposition of the Law of 
Credit — and shewn the application of the Theory of Algebraical 
Signs to these facts, we shall find a most beautiful exempiifi- 
ation of the use of these signs, strictly conformable to their use 
in Natural Philosophy. We shall find that the Doctrines of 
Law, the Practice of Commercial men, and the Theory of Signs, 
agree with each other. We shall be able to carry the Theory of 
Credit even to a greater state of perfection than it was left by 
the Homan Lawyers ; and vre shall be able to give a complete 
solution of questions which they did not leave quite in a satis™ 
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factory state. And though we shall give nothing but a simple 
exposition of the existing mechanism of the system, we shall be 
able, for the first time, to bring Economic Theory to the level of 
Oommercial Practice, and present results which will startle and 
amaze our readers. 
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Section I. 

Investigation op the Nattjeb of Ceeoit. 
Definition op Ceedit — On the Distinction between a Bail- 
ment AND A Debt — On the Ambigitous Meaning of the 
woBi) Loan — On cebtain eeroneoxjs Ideas as to the 
NTatuee of Ceedit — On the Application of the Theory 
OF Algebraical Signs to Economics. 

The Definition of Credit. 

1. Credit, in Legal and Commercial language, is a Right of 
Action against a person for a sum of money. 

It is the ISTame of a species of Incorporeal Property, which is 
also very frequently termed Debt in popular language. It would 
be a great advantage if the words Debt and Credit were dis- 
tinguished, as we shall afterwards point out: but there does not 
seem any probability that the popular usage of the word can be 
amended. Much confusion is undoubtedly owing to the circum- 
stance that the word Debt is used both to denote the Right to 
demand money, and the Duty to pay money. 

Credit' is the lowest form of an annuity : it is an annuity of 
one term : an annuity in general, is the right to demand a series 
of payments: Credit is the right to demand a single payment. 

An operation on Credit in commerce is a Sale, or an Exchange, 
in which one, or both, the Quantities exchanged is a Debt. 

The System of Credit consists in the Creation, the Sale or 
Transfer, and the Extinction of Debts. 

It is divided into two branches — 

1st. Commercial Credit; which principally consists in the 
sale, or exchange, of commodities for Debts. 

2ndly. Banking Credit; \vhich consists in the sale or 
exchange of l^Ioney and Debts for other Debts. 

Before, however, we proceed to the exposition of the system, 
we must clear up certain obscurities and ambiguities which are 
the cause of much misapprehension on the subject. 

On the Distinction hehoeen a Bailment cmd a Debt. 

2 . We must now call especial attention to a point of the 
greatest importance, which may be called the pons asimrum of 
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Economic Science. It is, perhaps, somewhat of a subtle nature, 
and would not be perceived by any one not conversant with law 
and commerce. But it is one of those delicate subtleties which 
occur in all sciences, upon w^hich the most important conse- 
quences turn, and it is, in fact, a confusion on this point, which 
is afc the root of most of the false theories of Currency and 
Credit, which have produced such terrible catastrophes in the 
•world. 

There are two species of j^aper documents which are in 
general use in commerce, and which have some superficial 
resemblances — that is, they both convey rights to certain 
things, and are similarly transferable, and are therefore con- 
sidered by many to be of the same nature, but which are yet 
fundamentally distinct in their nature, and in this radical 
distinction is contained the basis of the Theory of Credit. 

These species of paper documents are — 

I. Bills of Lading, Dock Wakrants, and all other Titles 
to specific things. 

II. Bank Notes, Bills of Exchange, and other forms of 
Credit. 

In order to show clearly the fundamental distinction between 
these two classes of paper documents, we will explain how each 
of them arises. 

When a man ships goods on board a vessel, he receives from 
the captain a paper document, acknowledging the receipt of 
the goods, and promising to deliver them to whomsoever shal 
be the owner of the paper. This document is called a Bill of 
Lading. 

The shipper of the 'goods sends the Bill of Lading to the con- 
signee, who, directly he receives it, may negotiate it, i, e., transfer 
it by indorsement to whomsoever he pleases, in all respects like 
a Bill of Exchange, and it may pass through any number of 
hands, and whoever is the owner of it at any time may go and 
demand the goods from the captain. 

Similarly, when goods are deposited in a dock w^arehouse, the 
dock master gives a paper document, or a receipt for them, of a 
similar nature to the Bill of Lading, which is called a Dock 
Warrant. This is transferable in all respects like a Bill of 
Lading, or Bill of Exchange, and wLoever is the owner of the 
Dock Warrant is the owner of the goods described in it, 



442 PRINCIPLES OP ECONOMICS. [Chap. VII. 

and is entitled to demand and receive them from the dock 

master. 

jN'ow', it is especially to be observed in these two cases that^ 
although the goods are delivered into the temporary custody of 
the captain or dock master, they have no property in them. The 
property in the goods remains with the shipper or depositor, 
and is transferred by him along with the Bill of Lading, or 
Dock W arrant. The captain, or dock master, is the mere Bailee, 
or Tjsijsteb, of the goods, and not the Owner. He has no 
right to convert them to his own use, and if he did so, it would 
be a robbery, and he would be liable to be punished as a thief. 
Thus the Bill of Lading and the Dock Warrant form one pro- 
perty with the goods, and cannot be separated from them. The 
goods travel with the paper document. Thus it may be said in 
this case that the paper document represents goods. In this case 
there is no exchange, and these documents have no value ^ i. e., 
they are not exchangeable separately. They are not exchange- 
able for goods generally, but are titles to certain specific goods 
and no others. Ho one ever spoke of the value of a Bill of 
Lading, or a Dock Warrant. Such documents are not Credit^ 
because the owner of them does not simply believe that he can 
obtain goods in exchange for them, but he hnows that he has 
become the owner of certain specific goods. Such a transaction 
is not an exchange, but is what is called in law a Bailment. 

So also a man may take a bag of money to his Banker, and 
may ask him to take care of that specific money, and give it 
back to him, or any one else he may name, on demand. In 
such a case, no JProperty in the money would pass to the 
Banker. He would have no right to use it for his own purposes, 
and if he did so, he would be guilty of theft. If he gave a 
receipt for it, promising to deliver it to whomsoever it might be 
transferred, that receipt and the money would be 07ie property 
as in the case of Bills of Lading and Dock Warrants. The 
money and the receipt could not be separated, and the property 
in that very money would always pass along with the receipt. 
The Banker in such a case would be merely the Bailee, or 
Trustee of the money, and not its Owner. In the cases of 
the captain, the dock master, and the banker above described, 
the relation of Debtor and Creditor does not arise between 
them and the owners of the paper documents. 
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But this is not the ordinary case of a Banker and his customer. 
When a customer pays in money to his account at his Banker’s^ 
the Property in the money passes absolutely to the BanJcer, 
He is not the Trustee^ or Bailee of the money, but he becomes 
the Owner of it, and is entitled to use it in any way he pleases, 
for his own purposes. In exchange for this money, he creates a 
Credit in his customer’s favour, promising to deliver an equal 
amount of money on demand. This transaction is, in fact, an 
exchange^ or a sale. The Banker buys the money from Ms 
customer, by selling him the right to demand an equal quantity 
of money at any time he pleases. Here, therefore, a Few Pro- 
perty is created. The customer may transfer this property to 
whomsoever he pleases, and it has nalue^ because the owner of 
it can exchange it for money, or anything else. It is called 
Credit, because the owner of it only believes he can obtain 
money in exchange for it, but it is not appropriated to any 
specific sum of money. The Banker is not the trustee of the 
money, but he becomes the debtor to his customer, and, if un- 
fortunately he should happen to fail, his customers, or creditors, 
are only entitled to have his property divided among them, and 
they must take their chance of having their debts paid in full. 

It is exactly the same in ah cases of Credit. If a merchant 
sells goods on credit, it is absolutely essential to the nature of 
the transaction that he should part with the property in the goods 
to the buyer, and receive only the abstract right to demand pay- 
ment. Without the cession of the Property there is no Credit. 

Hence we see the radical and fundamental distinction between 
Bills of Lading and Dock Warrants on the other hand, and Instru- 
ments of Credit of all sorts on the other. 

Bills of Lading and Dock Warrants are absolutely bound 
down and fixed to certain specific goods, and cannot be separated 
from them, and therefore they form only oke property with 
them. They always arise out of a Bailmentt, and never out of 
an Exchange, and they may justly be said to represent goods. 
They in themselves are nothing, and are no addition to the mass 
of other exchangeable property. 

On the other hand, it is the fundamental legal requisite of an 
Instrument of Credit, that it shall be absolutely severed from 
any specific sum of money. It is even forbidden to be made 
payable out of any particular fund. It is nothing but an abstract 
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riglit against tlie person, and that is the very cimimstance from 
'wMeh it takes its name, because it must be received on the 
simple belief %h2iX it can be exchanged for money. If any specific 
money was appropriated to it, it would not be Credit, An 
Instrument of Credit always arises out of an Exchange^ and 
never out of a Bailment, Bills of Lading, cfec., alway go 
along with goods &C.5 Bank Kotes, &c., are always ex- 
changed for money, &c. Bills of Lading represent goods, but 
are not of the 'oalue of goods, because there is no exchange, and 
there can be no value without an exchange. Bank ISTotes, &o., 
do not represer/ "'''‘oney, but they are of the value of money, be- 
cause in their cash'. ^ is always an exchange. And Credit, in 
all its forms, is an addition to the mass of other exchangeable 
property: as, indeed, is admitted by every Lawyer, every 
Merchant, and every Economist. 

From this it clearly follows that Bills of Lading and Dock 
Warrants can never exceed in quantity the goods they repre- 
sent ; if any one were to negotiate such documents without any 
goods to which they were attached, it would be an indictable 
fraud. But Instruments of Credit, of aU sorts, immensely 
exceed in quantity the money in the country — on the lowest 
calculation, tenfold. Credit is in itself a merchandize, and the 
subject of a gigantic commerce. It may be said that all com- 
mercial crises arise out of the excessive creation of that species 
of property called Crebit. What are the due limits of Credit is 
a question of the most momentous consequence, which will 
be clearly shewn in a subsequent section. 

It is of the most fundamental consequence to understand 
clearly the distinction between Instruments of Credit on the one 
hand, and Bills of Lading and Dock Warrants on the other. 
Many able Economical writers recently have fallen into the 
grievous error of classing them together as ail being of the same 
nature, and as Credit. Some of the most terrible financial 
catastrophes have been caused by adopting systems of paper 
money founded on this error. It will suffice here to say that 
John Law’s Theory of Paper Money, of which we have given an 
exposition in a subsequent chapter, was entirely founded on this 
misconception. 
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On the Ambiguity in the meaning of the word Loak* 

3. Thei^e is still one formidable ambiguity to be cleared awajy 
which has in recent times created immense confusion in the 
Theory of Credit. All the old writers, who were chiefly men 
having a practical knowledge of business, seeing that Credit 
causes exactly the same circulation of commodities as money, 
maintained the doctrine that Credit is Capital, without entering 
into any very nice definition of either credit or capital. 

Since the time, however, of the French writer, J. B. Say, this 
doctrine has been the subject of much ridicule. It has been 
repeated by a multitude of writers, that those who say that 
credit is capital, maintain that the same thing can be in two 
places at once. They conceive credit to be the loan of soine 
material substance to some one else, and they ask — How can the 
same thing be in two places at once, and be used by two persons 
at once, the borrower and the lender ? 

In a subsequent chapter we shall point out the astonishing 
self-contradictions of Say on this subject. It will suffice here to 
say that the whole misconception is founded on an ambiguity in 
the meaning of the word Loan. And the examination of this 
will show upon what subtle considerations some of the most 
important doctrines in science depend. 

Suppose any one lends his friend some such an article as a 
book. Then it is clear that the borrower and the lender cannot 
both have the book at once. Suppose that this person, wanting 
his book back again, calls upon his friend and finds him not at 
home. Seeing perhaps his book on his friend’s table, he would 
have no scruple in taking it away ; though he ‘w^ould probably 
have the courtesy to tell his friend he had done so. 

But suppose the same person had lent his friend £5, and, as 
before, wanting it back, called on him, and found him not at 
home. Suppose he saw his friend’s purse on the table, would he 
feel himself justified in opening it, and helping himself to five 
sovereigns ? Every one would at once feel he would not. He 
would have no scruple in taking back his own book which he 
had lent; but he would never dream of opening his friend’s 
purse, and taking out five pounds he had lent. 

Thus, without giving any particular thought to the subject, 
every one would instinctively feel that there is an essential 
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distinction between the cases of lending a book and lending 
money. Or if he was so obtuse on the subject, the law would 
tell him so. The law would tell him he might take away his 
own book if he pleased, but that if he opened his friend’s purse 
and took out five sovereigns, he would be guilty of theft; and 
that he must request his friend to pay him, but that he had no 
right to help himself. 

So if a man pays in money to his account at his banker’s, i. e.^ 
lends him money, and wants some, would he venture to take it 
himself off the counter? Of course he would not. He would 
request his banker to pay him, and he must wait until his banker 
gives him the money of his own free will. If he ventured to 
take it himself he might be given in charge to a policeman. 

iffhe fact is, that though both these operations, lending a book 
and lending money, are both called a loan^ they are of an 
essentially distinct nature. When a man lends a book, or any 
other chattel, to his friend, he never parts or dispossesses himself 
of the property in it. He is entitled to have that very book, or 
the very chattel, back again. There is no exchange, and no 
new property created. And only one party can have the use of 
the book, or the chattel. 

But in all cases whatever of a loan of money, the lender 
absolutely cedes the property in the money to the borrower, and 
it becomes his absolute property. What the lender does acquire 
is the Bight, or Property, to demand back an equivalent amount 
of money, but not the specific money. A loan of money, is 
therefore, always an exchange, and in all such cases, there must, 
by necessity, be a new property created ; and this property may 
be sold and transferred like the money itself. 

In the loan of a book, a horse, or other chattel, the right or 
property, of the lender in it, is never severed from it ; in a loan 
of money, the right, or property, of the lender in it is always 
severed from it, or rather, transferred to the borrower ; and the 
new right, or property, created in the lender is termed a Debt, 
or Credit, and when the debt is paid, or, in common language, 
the loan returned, this new property is destroyed. 

Hence we see that there are two distinct species of loan : the 
one where the lender has the right to have the very thing re- 
turned, the other where he has only the right to demand to have 
an equivalent amount returned. How all commercial loans are 
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of tlie latter species : they are all sales, or exchanges, and they 
are never of the former sort ; and all the confusion on the subject 
has arisen from not observing this distinction. 

The same ambiguity also affects the word Borroio, 

The confusion, then, has arisen from the English language 
having but one word, Loan, to denote two operations of a 
perfectly distinct nature. The French language is equally faulty* 
But the distinction is clearly pointed out in Roman Law, and in 
Latin, there is a distinct word for each operation. Thus it is 
said in Roman Law ^ “ An obligation may be founded on a 
thing, as by the delivery of a Loan, or mutuum. But the 
delivery of a Loan, or mutuitm^ consists in the delivery of those 
things which have weight, number, or measure ; as wine, oil, 
corn, ready money, whether of bronze, silver, or gold ; wh^h 
things, whether numbered, measured or weighed, we give in 
such a way, that they become the Property of the receivers. 
And since the identical things lent are not, but others of the 
same nature and quality are, returned to us, it is for that reason 
called a mutuum ^ because it is so given by me to you, that 
from being my property it becomes yours {ex meo tuum fiat.y’^ 

So also ^ But it is called giving a mutuum, because from 
being my property it becomes yours ; and therefore if it does 
not become your property, no obligation is created.’’ 

But when such a thing as a book, or a horse was lent, it was 
not called mittuum, but commodatum. He also ® to whom the 
use of anything is granted, or commodated, is bound by the 
delivery of the thing, and is subject to the actio commodatL 
But his case greatly differs from that of the person who has re- 
ceived a mutuum ; because the thing is not given to him so as 
to become his Property : and therefore he is bound to restore 
the very thing itself.” 

So also^ — We retain the property and the possession of the 
thing lent {rei commodatm), Ho one, by lending {commodando) 
a thing, gives the property in it to him he lends it to.” 

It will thus be seen that the ambiguity in the word Loan, 
which has perplexed so many Economical writers would never 


i Institutes of Justinian, lii , 15. See also Qaius' Inst, hi , 90. 

2 Digest, xxi., 1 : 2, 2. See also Digest, xliv., 7 2. 

® Institutes of Justinian, lii., 15 . 2. ^ Digest, xiii, 6 . 8, 9. 
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have caused any difficulty to any one who had studied Roman 
Law. All commercial loans are mictua not commodata. Every 
loan of money is in reality a sale, or an exchange, in which 
a New Peopbety is created, which is Credit ; and when the 
money is returned, or the loan repaid, it is another exchange, by 
which this new property is extinguished. 


On some Erroneous Ideas as to the Nature of Credit. 

4. The Theory of Credit has not only puzzled and dis- 
tressed ” Courts of Law, but a great number of Economical 
writers as well, and among them many very able men of busi- 
ness ; and it will be of advantage at this stage of our inquiry, 
to" clear away several erroneous notions which are more or less 
prevalent. 

We will commence by a very specious error put forth by Mr. 
Henry Thornton, an able man, a banker, and one of the authors 
of the Bullion Report. We have thought it more convenient to 
give the full extract in the subsequent section on the Mechanism 
of Banking, but we will cite one sentence here. He says ^ — 

Paper constitutes, it is true, an article on the credit side of the 
books of some men, but it forms an exactly equal item on the 
debit side of the books of others. It constitutes, on the whole, 
neither a debit nor a credit.” 

So another eminent banker, M. Henri Cernuschi, says * — The 
balance sheet of every individual contains three accounts; ex- 
isting goods, Credits and Debts. But if we collected into one 
all the balance sheets of every one in the world, the debts and 
the credits mutually neutralize each other, and there remains but 
a single account ; existing goods. 

The totality of goods, therefore, form the general inventory, * 
There is the first matter of exchange. The debts and credits 
are subsidiary matters. Debts and credits are reciprocally trans- 
mitted, as goods are transmitted ; but however great or small 
they may be, and through whatever hands they pass, credits for 

' An Enquiry into the Kature and Effects of the Paper Credit of Gimt Bntain 
I?, 20. THs work is now very scarce In a copy we bought there is aM.S. note, 
“Maay copies of this work were destroyed by the author, who endeavoured to sup- 
press liP-— Thorpe^ 


2 Memdqne de Veckange,p, 1. 
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some, debts for others, they add notliiiig to, they take away 
nothing from the general inventory. 

The increase or the diminution of this general inventory can 
never take ])Iace except from the increase or dnniniitioii of the 
quantity of actually existing goods,” 

The argument of Thornton and M, Cerniischi is simply this — 
Suppose A to have £100 in money, and a three months’ bill of 
£50 on B as well Suppose B also to have £100, having ac- 
cepted the Bill for £50 at three months as well. 

Then A’s pioperty would be stated thus, £100 + £50. 

B\s property would be stated thus, £100 — £50. 
h^ow tile argument of these writers is that the + £50 and the 
— £50 lialance each other, the result is 0, which according to 
them is the same thing as saying that these quantities do not 
exist at all. 

This view may perhaps at first sight seem plausible, but a very 
little reflection will shew that it is erroneous 

Suppose a landlord lets a farm to a tenant who agrees to pay 
him a yearly rent. The tenant is under the obligation to pay 
his rent year by year, wdiicli is just as if he had accepted a series 
of bills payable every 12 months. IsTow the right to receive 
these rents is an actually existing right in the landlord, it is his 
property, which he may sell or transfer to any one else. It is 
plus to him, and an addition to his other property. The tenant 
is bound to pay tins rent. He is, therefore, exactly in the same 
position as the mercliaiit who has accepted a bill, and theiefore 
this rent is minus to liiui just as the bill is to tl\e merchant. It 
is quite clear that if the pi'opeity of a merchant Avho has ac- 
cepted a bill for £50 is stated, thus, — 

£100— £50. 

the property of a farmer who is bound to pay rent must be 
stated thus, — 

Property— Rent. 

^ But no one would ever say that because a farmer has agreed 
to pay rent a year hence, that that is any diminution of his 
balance at his bankers, or to be siihtracted from the present 
amount of liis property. It is quite clear that the future rents 
stipulated to be paid are meant to be paid out of future profts 
which are yet to be produced. 

It is just the same with a merchant who has accepted a bill 

O 
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payable tliree montlis hence. He is not in debt at the present 
time, any more than the farmer. The well-known maxim of law 
is, that credit unexpired niay lye pleaded under the general issite^ 
which means that if a man sues another for an obligation not 
yet due, ho may reply simply that he is not m debt at all ! It is 
quite clear, therefore, that in this case, the — cannot by any 
possibility mean subtraction. 

This then is the paradox. The right to receive the future 
rent is an addition to the other existing jiroperty of the land- 
lord. In this case -g means addition. 

But though tlie tenant is bound to pay the rent, and it is 
therefore — to him, it is not to be sidjstracied fiom his present 
property, and it is no diminution of it. And in this case the 
sign — cannot mean subtraction. 

What then does it mean ^ 

Mathematicians have since the time of ]\Iaclaurin given Debts 
as an example of “ ISTegative Quantities,” but neither they, nor 
any one else, liave given a satisfictory explanation of what 
is meant by this order of aSTegalive Quantities. 

Tile explanation usuall)^ given is tins — a man’s pioperty may 
be considered as positive and Ills debts as negative ; subtract 
his debts from Ins prop-irty, and the remainder, if any, is his 
Capital. And as tlie national Capital is the aggregate Capital 
of all the iiidivuluals ui it, according to this doctrine, in order to 
find the quantity of pro]ierty in the country, all the floating 
debts in it would have to be siilitracted from all the property 
in it, and the remainder would be the amount of national 
capital. 

So Peacock says ^ If projicrty, possessed or due, could be 
denoted by a ii umber or symbol with aj^ositioe sign, a debt would 
be indicated by a number or symbol with a negative sign, or C07i- 
nersehj; such aifections of property are correctly symbolized by 
the signs -f and — , since they possess the inverse relation to 
each otlier, which these signs require : for if to a person A there 
be given a certain property or sum of money, combined witli or 
added to a debt of eijual amount, his wealth or property remains 
the same as before.” 

How in a certain sense these inodes of statement may be cor- 
rect. If a man were going to retire from business, he would call 
1 Ahjih.'tu l‘!f 77 
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in and discharge bis liabilities, and the remainder, if any, would 
be his fortune. 

Bui such a mode of statement is quite unsuitable for Econo- 
mic Science. Debts are a sj^ecies of property, of the most 
colossal magnitude, and are the subject of comnierce, as much 
as any other merchandize, until they are extinguished. Economic 
Science lias only to do with tliem while they exist, and arc the 
subject of commerce. When they are paid they cease to exist. 

We will give a very simple example to shew how very 
erroneous the method of stating the question by Thornton 
and Cernnschi is. Suppose a banker holds a merchant’s ac- 
ceptance not yet due. Suppose at the same time the merchant 
holds an equal amount of the banker’s notes. According to 
the method of statement of these writeis, tlie mutual debts 
cancel each other, and the result is nothing. But this is mani- 
festly erroneous : because tlie banker nia^g if he please, put the 
merchant’s acceptance into circulation ; and the merchant may, if 
he please, put the banker’s notes into circulation. Hence there 
would be two Economic Quantities m circulation, each producing 
the same effects as so much money. Hence in Economics these 
quantities are not to be considered as extinguished until they 
actually are so in reality. But the same may he said of any 
other Economic Quantity ; when it is destroyed, it is no longer 
an Economic Quantity. The same princi]>]e is true with regard 
to Credit, or Debt, as with any other Quantity, so long as it 
exists, and is capable of being exchanged, it is an Economic 
Quantity When it is extinguished, and only then, it ceases 
to be one. 

5. Moreover, such a mode of stating the question in Economics 
violates live distinct branches of human knowledge. — 

1st, It violates the Philosophy of Science ; because it is a fun- 
damental principle in the Philosophy of Science that when the 
fundamental conception of a science is once obtained, all the ques- 
tions in the science must be stated so as to be in harmony with 
that conception. To state the question as Thornton, Cernnschi, 
and the Algebraists do, is to make it one of addition and sub- 
traction. How, in no point of view whatever is Economics a 
science of addition and subtraction. Therefore no question in 
Economics must be stated in the form of an addition and siib- 

2 o 2 
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traction. Economics is the science of Exchanges ; and therefore 
all Economic questions must be stated in the form of an 
Exchange. 

2nd]y. It is contrary to the whole analogy of Mathematical and 
Physical Science. In all J^Iathematical and Physical Science 
there are Positive Quantities and Negative Quantities. But the 
Negative Quantities are not subtractions from Positive Quanti- 
ties. They are always separate and independent quantities, but 
possessing some quality, or affection, of an oppoule kind to the 
Positive Quantities, and tlie whole science comprehends the Bimi 
of the Positive Quantities and the Negative Quantities. Hence, 
by the analogy of all Mathematics and Physics, the science of 
Economics must comprehend the sum of Positive Economic 
Quantities and Negative Economic Quantities. Hence if 
money be a positive quantity and Credit a negative quantity, 
the real question is to discover what quality Credit possesses 
or opposite, to money: so that if Money be called a 
Positive Quantity in Economics, Credit may, by the analogy 
of Mathematical and Physical Science, be called a Negative 
Quantity. 

Srdl}'. It violates Law : because it is one of the most elemen- 
tary principles of Law, that a Debt or Credit, is a species of 
valuable property in itself, and not a subtraction from other 
property. 

4thly. It violates Commerce : because every merchant knows 
that a debt is an article of commerce ; and that the commerce in 
debts is the most gigantic species of commerce. 

Stilly. It is against the doctrine of all Economists: for all 
Economists, without any exception, recognizes Debts under the 
form of Paper Currency, as Bank Notes, Bills of Exchange and 
as independent valuable property, cumulative to specie, and per- . 
forming the functions of specie. And even the Physiocrates 
saw that the nat’nm was so much richer by employing Credit 
instead of J^foney, by the amount of the Money. 

Lastly. Mr. Mill, whose inconsistencies on the subject of Credit 
are shewn further on, says * — “ Credit is but a transfer of 
capital from hand to liandC’ so also Count Cieszkowski says® — 

Credit is the metamorphosis of fixed and engaged into capital 
circulating or disengaged.’'' This definition was at one time 

^ BC'iJ' ill., 2, ^ 2. ^ T>if CroMt ef de h Piicvhfion^ p 6, 
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assented to by an able French Economist M. Joseph Ga: 
though we are not sure he would adhere to it now. 
Cieszkowsld classes Bank Notes, Bills of Exchange, ! 
Warrants, (fee., indiscriminately as Credit; an error of a fi 
mental nature which has led to great national misfortunes. 

This is a specimen of the admired confusion that r 
throughout all Economics. Here are no less tlian foiii' dis 
conceptions of the nature of Credit ! Some of these are 
quite indiscriminately by writers, without the slightest app 
notion of their inconsistency. We have now, therefore, to c 
mine what is the true conception of Credit among these coi 
ing notions. 

We have now to investigate the meaning of a Negj 
Economic Quantity. 


On the Application of the Theoey of Algebeatcal S 
and of the Sepaeation of the Signs of Position ar^ 
Operation to Economics. 

6. The perplexities of the Theory of Credit which have b 
all the Economists in the world to explain, can only be unra 
by the great modern Algebraical doctrine of the Separ 
of the Signs of Position and Operation. 

As the introduction of this great doctrine into Econ< 
is perfectly novel, we shall have to treat of it very fully. 

It is a remarkable example of the almost universal t 
that practice has always preceded theory, that even the prf 
of Science long preceded the theory of science. Thus, fror 
days of Diopbantus, it was perfectly well known, as an emp 
rule, that in Algebra — x — gives -f. But though Dioph; 
gives the rule, he can give no reason for it. When the , 
pioneers of Algebra in modern times, Harriott, Fermat, 
Des Cartes, Cardan, translated their reasonings into ge 
symbols, they found they had created a machine whose woi 
they were unable fully to comprehend. They found, ai 
other things, that many pi’oblems produced negative ans 
Unable, at first, to comprehend them, they believed that 
had no real sense, and they called positive roots true, 

and negative roofev^'^^4^^ous, radices. In tin 
\ 
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gress of Natural Philosophy the negative sign was used to a 
vast numher of quantities, but no general Theory of Signs was 
devised, and the progress of mathematics was much impeded 
by the want of this generalization. The rule that — X — gives 
+ was universally adopted in practice, because no other would 
lead to right results. But Algebraists were unable to explain 
the reason of it: it was wholly unknown to Newton; and when 
the great Euler tried to explain it, he babbled like a child. 

Even so late as 1794 a distinguished mathematician at Cam- 
bridge denied the existence, and ridiculed the notion, of there 
being any siicli things as Negative Quantities. 

But since the beginning of the present century a new spirit 
of phiioso})hy has been bieathed into the old science, and a 
nunibcT of dislinguislied men, Aigand, Buee, Warren, Peacock, 
Be Moigan, have completely established the Theoiy of Signs; 
and their labouis have lesiilted in the doctime of the Separation 
of the Signs of PosUioso and Operation, 

7. Writers who are not versed in Natural Philosophy, have no 
conce})tion oi'tlie signs + and — meaning anything but addition 
and sithstracUon^ wliercas every one who knows anything of the 
subject, knows perfectly well that the symbols -f, 0, and — j 
have an immense vaiiety of meanings in Natural Philosophy, 
according to the particular circumstances under which they 
occur, and it is wholly im| ossible to determine their meaning, 
until we know^ the pailicular state of circumstances, out of which 
they arise. 

We have shown tliat every great science Is founded upon 
some single idea, or conception, or quality, wdiich must be of 
the most general nature, ami tliat every quantity whatever, in 
which that quality is found, is an element m that science, no 
matter Avliat other qualities are found in it. 

Nowq as Economies is the science of exchanges, or of values, 
it nccessaiily folIoAvs that every quantity whatever, which is 
capable of being exchanged or valued, must be an Economic 
Quantity, no matter what its nature be, enduring or evanescent, 
corporeal or incorporeal. 

But these elements in the various sciences may be endowed 
with opposite qualitio'^, and when they arc so, it is universally 
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the custom in Natural Philosophy to distinguish them by the 

signs + and — , 

They are then called signs of position^ or of affection. 

The instances of tins that might be quoted fiorn the various 
branches of Natural Pliilosopliy are inimineiable, and we will 
only quote a few to illustrate om meaning, and to fuinish aiialO" 
gies to guide us to the solution of the peiplexities of Political 
Economy. 

Tims m Algebiaical Geometry, in wliicli it is necessary to fix 
the position of lines, it is usual to take some iixed point called 
the origin, and then lines drawn in ojyposlie diiectioiis from that 
if the lines drawn from the rujJit of tills point me distinguished 
by tile sign 4-, those diawn to the left aie denoted by the sign 
— . If those drawn up fiom it are +, those drawn Ommi fiom 
it are — . 

So if aline i evolving in one direction be +, vGien it leiolves 
in the oilier it is — , 

So if two nioohaiiical foiccs act in opposite duecUons, they 
are distinguislied by opposite signs. 

So if an acceleiating force be denoted by +, a retarding force 
v/ill be denoted ])y — . .And a retarding force may be called a 
negative accelerating foice, and an acceleiating iorce may be 
called a iiegathe retarding foicc. 

The engines of a steamer going a-hcad maybe denoted by 
vrhen going astern by — . 

So if 1 be multiplied by powers of rq they are called Positive 
powers of a° if 1 be divided by poweis of tliey are called 
Negative jmvv^ers of a\ but both Positive and Negative powers 
of a are Algeliraical Quantities. 

A cuiioiis instance of this may be cited from steam iiaviga- 
lion. Owing to the resistance of the water, the paddles and the 
screw of a steamer do not, in general, propel the vessel through 
the water so fast as they tvould do if tliere trere no resistance. 
This loss of speed is called the slip But in the case of the 
sciew, by giving the stern of the vessel a particular shape, the 
paradoxical result may be produced, tliat she may actually be 
made to go faster througli the water than she ought to do, if the 
screw were working in a solid. Thus, in this ease, the ditlerence 
between the theoretical and the actual speed is a tjahi mstead of 
a. and tins is called the mgatioe slip^. 
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So also in Parliament tlie supporters of Government may be 
called +, and its opponents — . 

8. bTow in many of these cases it may happen that the ele- 
ments endowed with opposite qualities may balance each oilier^ 
and the result be 0; but it would manifestly be an erior of the 
greatest laagnitude to say that because these elements may, under 
some circumstances, neutralize each othePs effects, that is exactly 
the same thing as saying they don’t exist at all. 

Suppose that on a division, the numbers for Government were 
840, and the numbers against, 300. PTove it is clear that on this 
occasion the strength of the Government is practically 40, be- 
cause the — 800 neutralize the effect of the + 300. But it 
would clearly be an enormous error to say tliat is absolutely 
the same thing as if these 600 men did not exist at all. It is 
perfectly dear that there are 640 Parliamentary units. It is 
quite clear that to find the total number of Parliamentary units 
we must add the opposition to the ministerialists, and not sub- 
tract them. 

0. Now this nlca of opposition is applied to a continuous line, 
or to motion in a coiilinuons line. If any point be taken as 0, 
then the pai’t of the line on one side may be denoted by +, and 
the part on the other side by — . 

Thus ill a thermometer some fixed point is taken as 0, and 
degrees above that are called and those below — . 

lYotv if the mercury passes from a certain number of degrees 
on either side of 0, to any number of degrees on the other, it is 
quite clear that in oixler to find the total number of degrees 
passed over, the degrees on both sides must be added together. 

10. The same idea is applied to TlhlE in Natural Philosophy, 
which might be considered as motion in a contiiiiious line. If 
any p^oint be taken, such as the present moment, or any fixed 
era, then this point is denoted by 0, and time on opposite sides 
of this point will be denoted by o]3posite signs. Thus, if we 
call time, whether years, weeks, or days, before this era +, then 
time after this point will be — , and expressed thus, — 

.. + 754-C),'f5,+4,+8,+ 2,-M, 4,— 

where the Ksign + merely means that the years it is affixed to 
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were before a given era ; and the sign — » means that the years 
it is affixed to were after a given era. 

It is quite clear that if we want to find the number of years 
between any event which happened some time before this 
epoch, and anotlier which hapi)cned after it, or must add the 
number of years on both sides of 0. 

Thus, if the Birth of Christ be the given era, the years before 
that era will be and the years after it negative. To find 

the number of years from the foundation of Rome to the present 
time, we should have to add together + 753 years and — 1872 
years, or 2625 years altogether. 


11. These illustrations, which might be immensely extended 
by examples taken from every branch of ISTatural Philosophy, 
are sufficient to exemplify the doctrine that we have endeavoured 
to explain, that, universally, in ISTatural Philosophy the negative 
sign — does not mean negation^ or non-existence, but Opposi- 
tion, and that negative quantities have as real and independent 
an existence as positive ones, and are to be enumerated 
separately and independently, as quantities in that science, to 
find the totality of quantities. 


12. But, moreover, inverse or opposite operations may be per- 
formed on these quantities which are already affected by opposite 
signs. And these inverse operations are also denoted by the 
same signs + and — . And the combination of these opposite 
signs of inverse operations with the signs of opposite qualities 
afiecting these quantities, that is, the combination of the signs 
of position and operation, give rise to the well-known Algebraical 
rules, 

+ X + gives -f. 

+ X 55 

X — J5 + 

X + 5> 

These laws, which are universally applicable in PTatural Philo- 
sophy, are equally applicable to Economics, and among other 
things, are alone capable of giving the solution of the Theory of 
Credit, which has hitherto been the opprobium of the science. 

It will be found that there are Economic Quantities of inverse, 
or opposite, properties, and therefore following the strictest 
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analogy with physical science, we shall denote them by op2yodte 
signs ; and also opposite operations may be performed on these 
opposite qiiantitieSj bringing into play the well-known Algebiaical 
Rules, which wdll lead to consequences that may surprise some 
of our readers. 

13. As an example that will furnish us with an important ana- 
iogy, we will give this one. As any opposite, or inverse opera- 
tions whatever may be denoted by the signs -h and — , to cuM 
to, and take away from, are manifestly inverse, and may be de- 
noted by these signs. R'ow suppose that in the House of 
Gommoiis, the Government has 358 supporters, and 300 oppo- 
nents, then the Government strength may be denoted by 358 — 
300. Now for practical purposes the strength of the Govern- 
ment may be called 58, and in so far as regards that, the + 300 
and the — 300 neutralize each others’ elfects. But it would be 
a most grievous error to say that for all purposes it is just the 
same thing as if these GOO numbers did not exist at all. It is 
clear that to find the total number of members we must add the 
opposition to the ministerialists, and not subtract them. More- 
over, if we add (+) to the mmisteriaHsts (+), we incicase (+) 
the government strengtli. If we take away from ( — ) it, we 
diiiiLiiLsh ( — ) it. On the other hand, if we add (+) to the 
opposition ( — ) that diminishes ( — ) the strength of the Govern- 
ment : but if we take away from ( — ) the opposition ( — ) that 
Increases (+) the strength of the Government. 

Hence the taking away of opponents ( — x — ) gives an in- 
crease (+) of streiigth. 

Hence Algebra in general, and Commercial Algebra, with 
■which we are at present concerned, deals vrith Quantities and 
Ofeuations. And whenever any of these Quantities, whatever 
their nature be, possess any qwdities whatever, or are affected 
by any rebaioiis whatever of an opposite nature, they are 
distinguished by the signs + and — . 

And if any operations, whatever their nature be, can ])o 
performed on tliese quantities, if tliey are of opposite natures, 
they are also denoted by the same signs 4* and — . 

Thus time past and time future : and, therefore, products which 
have been produced in time past, and products which are to he 
produced in time future : and consequently the Riglits to these 
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products respectively ; Active and Passive : Rights and Duties : 
may all be distinguslicd by the signs + and 

So among opeiations, Adding and Subtracting: Creating and 
Destroying : Receiving and Paying : may be denoted by the 
same signs + and — . 

Hence the Right to demand £100 may be denoted by + £100^ 
and the Duty to pay £l00 may be denoted by — £100. 

14. We shall now show the application of these princij)les to 
Economics 

We have defined Projierty to be a right residing in the 
person. Now it is quite evident that a person may have in 
himself a right to an actually existing thing, the produce of the 
past, and he may also have the iiglit to receive things which do 
not actually exist at present, but will only come into existence 
at mmQ future time. But each of these is Property, or Wealth, 
and consequently the totality of a man’s wealth is the sum of 
the two. Now following the ordinary custom of Natural Philo- 
sophy, if we denote the accumulated products of the past which 
already exist by the sign +, we may denote the products which 
will only come into existence at some fiituie time by the 
sign — . 

Now, if we have some quantity like Land, which produces 
a continuous scries of profits, we may denote all the series of 
profits before any given time as Positive, and all the series 
of profits after this given time as Negative. 

If we make the Present Time the given era, then all the 
Profits which the Land has produced mpjast time are Positive 5 
and all the Profits which the Land loill produce in future^ are 
Negative. 

But although these profits will only come into existence at a 
future time, yet the Property, or Right, to receive them -when 
they do come into .existence is Present. Hence the total 
amount of the Property in the Land comprehends the right to 
the products of the past.^ together with the Right to the 
products of the future: and as the Property in the products of 
the past is Inverse, or Opposite, to the Property in the pro- 
ducts of the future, if we call the former Positive, the latter will 
be Negative, strictly in accordance with the principles of 
Natural Philosophy. 

Now the Property in the actually realized products of the 
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pa^t is Corporeal Property, and the Property in the pro- 
ducts which will only come into existence, or possession, at 
a future time is Incorporeal Property. Hence if Corporeal 
Property be called Positive, Incorpoi’eal Pi’operty will be 
Negative. 

15 . In a former chapter ^ we have shewn that there are several 
other kinds of Incorporeal Property, being the Right to receive 
the profits arising from different sources, such as Copyright, 
Patents, the Goodwill of a business, the Practice of a profession. 
Shares in Commercial Companies, Tithes, Tolls, Ferries, Ground- 
rents, the Funds, and Annuities of all sorts, and we need not 
repeat the account of them here. 

16 . Now a merchant, qr a trader, of any sort, carrying on a pro- 
fitable business, bears in many respects a strong analogy to the 
Land, as we have already said.- He may have accumulated 
money, the proceeds of his past industry : but over and above 
that, he has his skill and experience, his capacity, in short, and ex- 
pectation of earning profits in the future. 

So a great author may have earned a considerable amount 
by bis past industry; but over and above that, he has his 
talents and industry, and his capacity of earning profits in the 
future. 

So every one whatever earning an income, in any way, either 
as a Lawyer, Physician, Architect, Engineer, &c., has over and 
above what he may already earned and accumulated, the capacity 
and the expectation of earning future profits. 

Now' we have already seen^ that Smith enumerates the ac- 
quired and useful abilities of all the inhabitants ’’ as Wealth and 
Capital, Say also, and Senior,^ entirely adopt this doctrine. 
Mr. Mill also says ^ The human being himself, I do not class 
as wealth. He is the purpose for which wealth exists. But his 
acquired eapaelties which exist only as means, anti have been 
called into existence by labour, fall rightly as it seems to me, 
within that designation.” 

Now it is perfectly clear tliat this reputation, skill, or capacity 

^ €h IV., § 18, On the Clamjication of Proper tij, 

2 Ahhfe^jt 182. ® Ante, p, 132 

^ Ante, p 140, 14.1, * Book i.,rh 3, § 3. Mofe 
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for earning future profits, is inverse and opposite to the acciimii” 
lated proceeds of liis past industry, and most manifestly it is 
Property. Hence if a man’s Property in the proceeds of his 
past industry be called Positive, his Property in the future pro- 
ceeds of his industry may be called Hegatiye. 

How in conimon language a man’s reputation in commerce, or 
the belief in his power of earning future profits is called his 
Crkdit. It is power of purchasing; and it is manifest that this 
power of purchasing is over and above, and additional to, his 
power of purcliasing by means of money. 

Hence Money and Credit are Quantities of a similar Hatiire, 
but Inveuse, or Opposite, to each other ; and ii‘ Money be called 
Positive, Credit will be Hegative: and the totality of a man’s 
purchasing power is his Money and his Credit. 

Therefore as the total Property in Land comprehends the 
Property in the proceeds of the past and also tlie Property in 
the proceeds of the future ; so the total Property of a man con- 
sists in the proceeds of his past industry, and also his capacity, 
or expectation of earning proceeds in the future. 

Hence we have shewn beyond the possibility of dispute, that 
Credit is Property over and above, and additional to, all other 
Property. 

So Demosthenes says ‘ ^vdlr ayadolp oyTotv ttXovtov re i:al 
TOu TTpoQ ctTravraq TrtcrrevecrQai, fieT'Cor ecrrt to ryg TrlGT£(jOQ VTap^or 

« ~ 75 

Vjiiv. 

There heing tioo kinds of Properly^ Money and general Credit^ 
our greatest Pr operty is Credit. 

So also el oerouTO ayvoeiq^ on IliVrtc cKjjopy}) rtbv Tcaaioi^ iarl 
fieyidTif] TTpoc XprjjjLciT torpor^ irav ay ayroi'icreiaq.^^ 

If you loere ignorant of this^ that Credit is the greatest 
Capital of all toioards the acquisition of Wealth.^ you %oould he 
utterly ignorant. 

So Melon very justly says^ — “ To the calculation of men there 
must be added what they are worth from their labour. 

^^To the calculation of values in money, there must be added 
the current Credit of the merchant, and his possible Credit. 

And Dutot says ^ Since there has been regular commerce 

i Against Leptincs^p. 464, 20, Edit. Beishe. 2 Pliormio, p. 958. 

® Essai Politique sur Ic Commerce^ ch. xxiv., De V Arithnetique Politique. 

^ Beftextons sur le Commerce et les Fumnees, i , Art It). 
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among men^ tliose who had need of money hare made bills, or 
promises to pay in money. These bills, or these Oi edits, ]ia\e 
held the place of money. The first use of Credit is tlierefoie 
to represent money by paper. This usage is veiy old : the lirst 
want of it undoubtedly gave rise to it. It m}(Itq}hes specie 
considerably : it s-upplies it when it is waiitmg, and which 
would never be sufficient without tliis Credit ; because tliere 
is not sufficient gold and silver to circulate all the piodiicts 
of nature and art. So there is in commerce a much larger 
amount in hills, than there is specie in the possession of the 
merchants. 

“ A well managed Credit amounts to tenfold the funds of a 
merchant ; and he gams as much by this Credit, as if he had 
ten times as much money. This maxim is generally received 
among all the mercliants. 

Credit is therefore the greatest wealth to every man who 
carries on ooiiimerce.’’ 

So Smith says ^ Trade can be extended as stock increases, 
*and the Cuedit of a fiugal and thriving man increases much 
faster than Ids stock. Plis trade is extended in proportion to the 
amount of hoth^ and the sum or amount of his profits is in pro- 
portion to the extent of his trade, and his annual accumulation 
in proportion to the amount of his profits.” 

So Mr. Mill says^ — ^^For Credit, though it is not productive 
power, is purchasing power.” — The Credit which we are now 
called upon to consider, as a distinct purchasing power, indepen- 
dent of money.” 

And also^' — “The amount of purchasing power which a 
person can exercise is composed of all the money in his 
possession or due to him, axd of all his Credit.” And we 
might cite many more passages of a similar import ; only it will 
be better to defer them till we examine Mr. Mill’s views on 
Credit. 

We should not have said so much on a matter which must be 
evident to any one who takes the trouble to consider it, but we 
shall find that Credit is one of the chief subjects of controversy 
ill Economics at the present day, and we shall have to set forth 
the extraordinary self contradictions of some writers. 

^ Bool i., cli 10 2 ^ 2, I 3 . 

Bool in , c7i 12, ^ 2. 
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I'Z. We may therefore exhibit the 
Property in the following form — 
Property consists of 
PnOPERTT IN 

TEDi: PRODUC'32 OF PRESENT 

THE PAST TIME. 

OORPOnEAL PPOPFRTY, 

“f 0 

Lands, Houses, tuc 

Premises, Stock of Goods | 

a Shop, i&c j 

The Printed Copies of a Book 

Machines already made 

The Money earned by ai 

Piofessional Man j 

The Capital of a Commercial i 

Company ) *“ 

The Money alieady earned) 
by a Meicliant i *** i 


totality of Transferable 

PROPERTY IN 
THE PRODITOE OF 
THE FUTURE, 
INCORPOREAL PiiOPERTY. 

.Annual Income for ever, 

.The Goodwill. 

•The Copyright. 

.The Patent. 

■The Practice. 

,The Shares, 
llis Credit. 


( Amuiities of all sorts, the 
• Funds, Tolls, Ferries, 

’ ( Ground-rents, <fcc., &c. 

FTow each kind of Property may be bought and sold, and 
therefore it is Wealth, as declared 1,300 years ago in Komaii 
Law. And by inoliiding botli species of Property under tbe 
title of Wealth, we double the field of Economics; we give it 
the same extension that Algebra did to the field of Arithmetic 
by extending it on both sides of 0 to infinity. 


18. To shew the extreme attention necessary to state an 
Economic problem, we Avili quote from the works of two very 
emii 1 ent in atlicmaticians. 

Euler saysL — “The manner in which we generally calculate 
a person’s property is an apt illustration of what has just been, 
said. We denote what a man really possesses by positive num- 
bers, using or understanding tbe sign +, whereas his debts are 
represented by negative numbers, or by using tlie sign — . 
Thus, when it is said of any one that he has 100 crowns, but owes 
50, this means that his real possessions amount to 100 — 50^ 
that is to say 50. 

I Alaelra, p. 7 mt. 1797 
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As negative numbers may be considered as clebtSj because 
positive numbers repi*esent real possessionsj we may say that 
negative numbers are less than nothing. Tims, when a man has 
notliiiig in the world, and even owes 50 crowns, it is certain that 
he has 50 crowns less than nothing; for if any one were to make 
him a present of 50 crowns to pay bis debts, he would still be 
only at the point nothing, tlioiigh really richer than befoi e ” 

It is quite easy to shev/ that the hrst paragraph is not a suit- 
able mode of stating the question in Economics. For suppose 
that a man has 100 ciowns and is bound to pay 50 ciowns one 
year hence. It would be manifestly quite inaccurate to say that 
his property was only (100 — 50) or 50 crowns : for tins reason, 
he has the 100 crowns to trade with in the mean time to make a 
profit with; and all he is bound to do is to have, on a certain 
day at the end of the year, 50 ciov/ns to discharge his debt. 
And the owner of the debt may put it into circulation, and it 
may produce all the effects of money until it is paid. So that 
there may be the 100 crowns, cuid the debt of 50 crowns as well, 
circulating simultaneously in commerce. And yet his property 
would be correctly stated 100 — 50. Plere it is quite clear the 
50 crowns are not to be siihtracted fiom his present ])ropcrty. 
Now, by the Law of Contimuty^ the same must be true if we 
diminish the period of payment gradually from one year by 
small gradations of a day at a time, till we reduce it to 0, or 
make his debt payable on demand. The fact is that it means he 
is bound to exchange some of his property for his obligation at 
a given time. 

So in the second paragra})!!, when he has nothing to pay and 
owes 50 crowns, he is said to have less than notliing. This 
clearly means that he has not only spent the accumulation of his 
past industry, but has also spent the anticipated proceeds of the 
fut^re^ and the negative sign clearly means futuiity. Now 
let us suppose that having done so, as Euler says, some one 
makes him a present of 50 crowns to pay his debt, he is clearly 
50 crowns riclier than befoi e, and yet his property is now 
only==0. This is an example ot + x + giving +. Thus Euler 
is right so far as he goes; but he has manifestly only stated one 
half of the question. Because tliere is another combination of 
Algebraical symbols which gives -f, namely — x — ; and there 
is another method in commerce of arriving at the same ] practical 
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result. Suppose his creditor releaseB him from his debtj his 
property would then be = 0, and he would also be 50 crowns 
better off than befoi’e. This clearly shews that the release ( — ) 
of a debt ( — ) is the same thing as an increase (-f ) of wealth. 

19. Hence we see the enormous importance of a very careful 
attention to the mode of stating the facts in Economics. 

A man’s property and his obligations being then analogous to 
opposite quantities, we have manifestly the following laws : — 

If we add (+) to his property (+), his obligations ( — ) re- 
muining the same, that is an increase (+) of property. 

If we take away ( — ) from his property (4-), that is a diminu- 
tion ( — ) of his property. 

If we add (+) to his obligations ( — ), that is in effect a dimi- 
nution ( — ) of his property. 

But if we take away ( — ) from his obligations ( — ), that is in 
effect an increase (+) of his property. 

Hence we obtain this doctrine in commerce, — A RELEASE 
FEOM A DEBT IS Ajsr AUGMENTATIOlSr of CAPITAL. 

We shall see afterwards that this doctrine leads to consequen- 
ces of the most momentous nature in commerce, which may 
possibly surprise some of our readers. 

The whole subtlety in the case is in distinguishing between one 
quantity being equal and opposite to another, and therefore neu- 
tralising its effects, and taking it way altogether. The opposition 
in Parliament do not take away, or subtract, an equal number of 
ministerialists, they only neutralize their effects. To take away 
from the opposition does not add to the Government numbers^ 
it only takes away a quantity which neutralized their effects. 

20. Another very eminent writer, Peacock, Dean of Ely, after 
saying that property and debts may be symbolized by + and 
— , says^ ^'if a denoted property possessed, and — a a debt, 
pdi, a might denote property neither possessed nor owed, such 
as a mere deposit would be.” 

Peacock has explained his ideas at greater length at p. 366, 
A 7 % 447. of the same volume. He says — There are many 
cases, however, of quantities which cannot be represented, unless 
symbolically, by lines, which are susceptible of affections denoted 
J Algebra, l$t Edit,^p, 77. 
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by 4- and — , wMcb are appropiiate to their specific nature : thus, 
if a 1 epreseuted property possessed, — ci may represent the same 
property owed; under vSucli ch ciirastances, what is the iiieaniiig 
which may be attached to ct V^\ and — a h— 1 ? 

If we consider the >succession of quantities 
a, 1, cf{V~l)\ 

or, 

a ij — a^a V— Ij 

and if the first represents ])ro]>erty possessed, and the third pro-* 
perty owed, the second can neither repiesent piopeity ]^ossessed 
nor ow'ed, under the same circuinsiaiiees or by tlie same peison, 
inasmuch as in such a case, it wmuld he synibohcnlly lepi'eseiited 
by a or — a: it may leprescnt, howe\ci, ])ropeity de})Osited^ 
which admits of simiiar relations when consideied as ])roperty 
possessed and property ow'ed by another person; under such 
circumstances, the ajfectatiou of a denoting jnoperty possessed 
by A by the sion K—l would coiivejd it into pyopeity ]jossessed 
by B : and tlie n^ecfation of a V — 1 by V — 1, would convert 
property possessed by !> into pioperty owmd by A: thiidiy, the 
affettfdion of — a by P— q yrould convert pro])eity owed by A 
into ])roperty owmd by B. and fouitldy. the affectation of — a 
— 1 by p— ] would convert property owmd by B into property 
posKOMsed by A: the re})etition of the piocess of off-^ectatioji by 
the sign vmuld leprodiiee continually the same succession 

of transfers of ]>ro})eity from A to B, and of conversions of 
property possessed into debt, and of debt into property pos- 
sessed, wdiicli is required to coi respond to the succession of the 
same symbolical results. 

In this case, the inteipretation of the sign V — 1 which we 
have given, satisfies the symbolical conditions, and also coimudes 
with the interpretation of the meaning of the signs + and — , 
which is otlieiwise established : we cannot give it the additional 
aiithoiity of the coincidence of this interpretation with the in- 
terpretation of the meanings of the quantities eoriespoiiding to 
and — for those quantities in the case under consideration 
admit of no inteipretation.” 

21. Witli all deference to so great a writer, we think this 
view is not correct. In fact tliere is no such thing as pro^oerty 
o%oed. As Credit is a personal Bight residing in the Creditor, 
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so Debt is a persoyial Duty residing in the Debtor. The Credit 
itself is an article of property, which must have arisen out of 
soniG previous excliange, and what is really meant by saying 
tliat a man is in debt is, tliat lie must exchange some of his 
propeity to buy this Debt or Credit. Now tlie symbol — 1 
denotes that operation whicii being twice repeated, changes + 
into — . 

lieiice, if tins symbol is applicable to Economics at all, it 
must denote tlie opeiation wdncli, being twice lepeated, changes 
propeity into a debt. But depositing a ihiiig twice with 
a man does not change propeity mlo a debt. Nor does it trans- 
fer the property. The^e aie single operations of the will, and. 
therefore, it appears to ns tliat Economics is a science to which 
the s}m]}(jl V — 1 is not ap}>licable. 

Alter yen curing the ciitlcism contained in tlio preceding 
paragrajK on the ^iews of Peacock, we have liad the great 
satislaclion of liiidiiig that De Moigan has ex})resscd similar 
sentiments in the aiticle Ahjxhra in the English Cyclopa3dia. 
He says It is impossible that a })erfect Algebra can be 
founded on ideas of time, loss and gain, or any in winch 
only two directions can be imagined. Space, from the aiiiiiity of 
diiectioiis which it admits, is as yet the only peifect mecliiim of 
explanation. Time before and time after a ceitaiii epoch maybe 
represented by the positive and negative quantity ; but what is 
theie ill the idea of time to which the sign V—l can possibly 
apply? Again, sheiv us a commercial operation wdiicli per- 
formed upon a gain, produces a sort of result which can neither 
be called gam or los'^, but which repeated tioo or more times 
upon a gain turns it into a loss — and we can immediately 
see a system of Commercial Algebra in which -1 shall be 
intelligible.’’ 

22. As this point is, in fact, the greatest subtlety in Economics, 
and involves consequences of the most momentous nature, which 
we dare say our readers little dream of at present, but wdiich 
are fully explained aftemvards, we shall extract what Peacock 
has said in the 2nd edition of his Algehraj p. 15. : — 

We conclude our observations upon this subject witli the 
discussion of one more example of a problem of very extensive 
application. 

2 II 2 
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“ A iiierchaiit possesses a pounds and owes Ty pounds ; his sub- 

stance is tLeiefore a — where a is greater than h. 

Blit since a and h may possess every relation of value, we 
may replace h hy a — c, or hj a according as a is greater 
or less than b; in the fiist case we gej;^ ' 

cc — h — a — (a - ic) == c 

and in the second 

a — h = a — {a ^) === — c 

If e therefore expiess his substance or property, when solve7ity 
— e will express the amount <if his debts vheri insolvent: and 
if from the use of 4- and — as signs of affection, mr (piality, in 
this case, we pass to their use as sigm of opeiation, then inas- 
much as h 

a 4* ( — c) = a — c and — { — c) — a 4- c 

it will follow, that the addition of a debt ( — c) is equivalent 
to tlie suhtracti07i of propeity c of an equal amount, and the 
subtraction of a debt ( — c) is equivalent to the additiooi of pro- 
perty 6* of an equal amount, and it consequently appears that 
the suhti action ot a debt, in the language of symbolical algebra, 
is not its ohhttration or 'ixmoval^ hut the change mf its aflection 
or character, iVom numey or property owed, to money or pro- 
perty possessed.” 

23. We hope we shall succeed in shewing that the views ex- 
pressed in this latter paragaph are not correct. 

In the first place ive must say that there is no such thing as 
pix^^erti/ oiced, A debt in commerce is a species of property 
itself, wdnch was created in exchange* for sonm property. And 
when a man is in debt it means tliat lie is bound to buy up, or ex- 
change seme part of his ja'operty for this debt. But there is 
IK) particular ])art of his }>ropert}' 111110*11 he may be said to owe 
more than another, llis projierty is absolutely his^own, and in- 
deed he may Sjieiid it all and leave his debts unpaid. 

Now as a debt always arises out of an exchange, and must 
necessaiily do so, an addition of debt also arises out of 
an additional exchange. It is a new propeity created in 
exchange for more property. Hence to add and to subtract a 
debt, is in fact to cixate and to destroy property. As we shall 
shew. 

A banker receives ^eiOO in money from his customer, and in 






exchange for that^ he creates £100 of debt, which is the property 
of his customer. His property is then stated 
£100 — £100 0. 

Now arguing according to the common mode, that means there 
is no propel ty at all in existence, a conclusion that is manifestly 
erroneous. 

It is perfectly true that, so far as regards the banker himself, 
he may be said to be no iicher than he was before, but as far as 
regards Economics — and it is the master subtlety of the subject 
— the effects are veiy ditferent. The banker has now £100 in 
money, which is his owm property, which he may trade with, 
and make a profit by. Ami his customer has £100 as well, in 
the bankei’s notes, wuth which he can buy anything he wants, 
as wmll as wutli money. Ileiice there aie two cii dilating and 
exchangeable properties instead of oyie And though no doubt 
the banker is always liable to be called on to exchange some of 
his money for bis liabilities, yet the very budness of banking is 
based on the probability that lie will not be called upon to do so 
to any veiy appieciable amount at any one time 

The banker, then, possesses as his own property £100, coupled 
with Duty to pay £100, if lequiied to do so. The customer 
has the lUght to demand £100, in the banker’s notes, wdiich 
pass currently as money. Now suppose that for any reason, the 
customer chooses to release the banker fi’om his debt. He does 
this by presenting him with his owui notes. The bankei, then, 
has £100 in money, and besides that he has the Duty to pay 
£100 ( — £100) and the Ddght to denuDid £100 (+£100). Now 
these two latter c|uantities cancel each other; and the banker 
has no'w the £100 m money, fieed from any Duty to pay: and 
therefore he is practically £100 richer than before ; but so far as 
regards Economics, there has been a destruction of property. 
By tills opeiatlon his assets remain exactly as they wmie before, 
but his liability has been destro} ed 

Hence we see where Peacock’s error lies, and it is a very im- 
portant one, and must be thoroughly explained Peacock con- 
siders a Debt to be money ow^ed, or money affected with the 
Negative Sign, and the subtraction of a Debt to be the change 
of the sign of affection of money owed into money possessed. 
But this is a great error. As Credit is the abstract Might to de- 
mand residing in the person of tlie Creditor, so the Debt is the 
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abstract Duty to pay resicliag in the person of the Debtor. The 
Credit and the Debt together constitute a Contract^ which is 
thus composed of two opposite quantitieSj which spring into ex- 
istence together, which can only exist together, and which ranisli 
together. A cojiti act, therefore, in society exactly corresponds 
to Polar Forces in natuie 

The importance of this view is easily seen, and we will show 
how it applies to a case in which Peacock’s view wholly fails. 
Suppose a man is utterly insolvent, has no property wliatever, 
and is in debt FlOO, Then the Creditor has the Right to de- 
mand £100, and the Debtor's Duty to pay quite irres- 

pective of tbe fact that he has any money or not If the Debtor 
cannot pay Ins Debt, the Creditor’s liight may lose its Value; 
but that cloes not destroy its existence. So the Debtor’s inability 
to pay does not in any way destroy his Duty to pay. Hence the 
Contract, the Right and the Duty, exists quite independently of 
money. Row supjiose the Creditor generously presents his 
Debtor with his Right to Demand. Then the Debtor lias both 
the Right to demand and the Duty to pay in Ins own person. 
They cancel each other; and the Debtor is now freed from his 
Debt. And it is very clear that it is not by changing money 
owed into money possessed, because there has been no money at 
all in the case, but by annihilating the Duty. And the Debtor is 
now £100 richer than he was before. 

So Be Savigny, confessedly one of the greatest modern jur- 
ists, in exact accordance with tlie preceding, says ^ Every 
release of a debt cmicbes tlio debtor. The amount of the dona- 
tion is rdways equal to tliat of the delit, even although tlie debtor 
is insolvent. Although the release from a debt destined never 
to be paid seems a thing of no consequence, the augmentation 
of property cloes not tlie less exist. In efiect not only does pro- 
jierty represent a quantity always indetemiinale, but its total 
value also can be either positive or negative. If then property 
is reduced to a negative value, the diminution of rnlmis is, in 
Law, a change identical with the increase of for a positive 
value.” 

So also ^ The remission of a debt always constitutes a dona- 
tion in money equal to the amount of the debt, and that although 
Ihe debtor be insolvent.” 

* Frait* th dnnt Mornnhi. Lv ii., cli, 8, i L58 s Ihd. 160 
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We shall have more to say on this subject in the section on 
the Extinction of Credit. 

24. In popular cominercial languagCj Credit means purchasing 
power, over and above money. If a merchant is said to be in 
great* Credit, it means that people would be willing to self him 
goods, and take his “promise to pay” instead of actual payment. 
If a j^erson be said to have lost his credit, it means that he has 
lost the power of purchasing Vvdth his promise to pay, and can 
only buy witli ready money. But such a vague, indefinite, 
meaning of Credit does not come within Economics. Economics 
has only to do with propeity in commerce. It lias nothing to do 
with money itself, unless it be in commerce. Consequently 
Economics has nothing to do with Credit until it is brought into 
commerce, and a purcliase lias actually been made by means of it. 
^Now when a man conics to trade, witli his Credit, as we have 
before observed,* considerations of a complex nature arise. If a 
man buys goods, not with money, but only with a “ promise to 
pay” money at some future time, or with Credit, directly the 
seller of the goods transfers the property in the goods to the 
buyer, a Contuact, or nexus^ springs into existence, or is created 
between the ]>nyer and the seller. At the very instant that the 
property in goods j)asses to the buyer, there is Okeated in the 
person, of tiie seller the Eight to Dej\iand their price in money 
at the stipulated time: and at the very same instant there 
is Cheated in tlic person of the buyer the Duty to Pay their 
price in money at the stipulated time. 

Eovv^ these two Quantities created at the very same instant of 
time are Ixveuse and Opposite to eacli other ; and therefore 
they may be designated by opposite signs. And just in the same 
way as Peacock says tliat recelmng paying are examples of 
the signs + and — , so if the Bight to Bemanclho, Positwe^ the 
Duty to Pay is ISTeOxItive. 

Eow it is this actual definite Might to de^nand which in the 
language of Lav/, Commerce, and Economics is termed CpwEDIt, 
and the person in ivhom this right resides is termed the Creditoe. 

It is very frequently the custom to write this Property, or 
Right, on paper, for the purpose of fixing, recording, and trails- 
ferriiig it ; there are several forms of tliese paper docuiiients, 
such as Bank Notes, Bills of Exchange, &c. • they are very com- 

i Ante , m 
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monly called Instruments of Credit, as is more fully explained in 
the next section. 

When, therefore, we speak of Credit in Economics, it must be 
clearly understood we do not speak of the vague popular repu- 
tation, but of an actual and definite Right, created against the 
person of him who enjoys this credit. Thus when a man has a 
Credit in bank, it means that he has an actual Right to demand 
a sum of money from the banker; when a man has a Letter of 
Credit, it means a letter giving him a positive Right to demand a 
certain sum of money from the person it is addi essed to. When 
we speak of Paper Credit we mean the actual Bank Rotes, Bills 
of Exchange, &c , in cii dilation, each embodying an actual 
Right, or Debt, which was created for the imrpose of being sold, 
or exchanged for something else. When we speak of the Public 
Credit of the country, we mean the Public Debts which hw^e 
been created by the State. 

25. We now at length perceive clearly what is the true 
interpretation of saying that Money is a Positive Quantity. It 
means tliat Money is a Right, but Debt is a Duty. And this 
exactly conesponds with the common Algebraical doctrine that 
Quantities passing through 0 change their sign. Because when 
a man has spent all his money, his property being then 0, and 
then runs into Debt, he has spent all his Right (+) and incurred 
a Duty ( — ). 

Now a merchant’s purchasing power consists in his money 
and his Credit. But he cannot purchase with his Credit with- 
out incurring a Debt; that is, without incurring the Duty to 
pay for the goods he buys with his Credit. If he buys goods 
with money, he makes a profit or a loss according as the price 
he gets for the goods is more or less than the money he paid for 
them. If he buys with Credit, he makes a piofit or a loss, 
according as the price he sells the goods for, is more or less 
than the Duty to pay which he has incurred Supposing, how- 
ever, that his speculation in either case has been profitable, his 
Money and liis Credit have been equally Capital to him, exactly 
in the same way and in the same sense. 

26. It is a matter of considerable interest to discover what are 
the proportions which credit and money bear to each other in 
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modern commerce. The difficulties, however, which prevent pri- 
vate inquirers arriving at any reliable information, are very great, 
and those opportunities which are presented by Parliamentary 
inquiries into Commercial Crises are very rarely made use of for 
any but their immediate purpose. In the Report, however, of 
the Committee of the House of Commons on the Commercial 
Crisis of 1857, there occurs a very interesting statement made by 
Mr. Robert Slater, the managing partner of the great house of 
Morrison, Billon, and Co. Having analysed the operations of 
the house for the year 1856, he gave in the following statement, 
as showing the proportions in which each million of payments 
and receipts were made in money, bank notes, and other instru- 
ments of credit : — 


Receipts. 


& 

In Bankers’ Drafts and Mercantile Bills of 

£ 

£ 

Exchange, payable after date 

In Cheques on Bankers, Ssc , payable on 

533,690 


demand 

357,715 


In Country Bankers’ Notes 

9,627 

900,938 

In Bank of England Notes 

68,554 


In Gold 

28,089 


In Silver and Copper 

1,486 


In Post Office Orders 

933 

99,062 

£1,000,000 

Payments. 


£ 

£ 

By Bills of Exchange, payable after date ... 

302,674 


By Cheques on London Bankers 

663,672 

866,346 

By Bank of England Notes 

22,743 


By Gold 

9,427 


By Silver and Copper 

1,484 

33,654 

£1,000,000 


Here we have it shewn, that in this great house, which there is 
no reason to suppose we may not consider a fair representative 
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of commerce in general, it appears that in receipts, gold and 
silver only entered to the extent of 3 per cent., and Bink of 
England notes to the amount of less than 1 per cent , the remain- 
ing 90 per cent, being entirely in credit. Of the pa}nicnts, gold 
and silver were only 1 per cent., and bank notes 2 ])er cent., the 
remaining 97 per cent, being effected by pure credit. In Scot- 
land specie enters even in a far less degree into payments. This 
will give some idea of the stupendous power of Credit in this 
country. 

■27. And this Right, or this Credit, is property which may be 
bought, sold, or exchanged, imported or exported, or sent from 
one country to another, in exactly the same manner as money, 
corn, cotton, hides, or any other inercliaudize. 

Such Rights are Incorporeal Property — “Incorporeal things 
are those which cannot be touched ; such as those which consist 
of a Right, as an inheritance, a nsiifriict, use, or obligations in 
whatever tv ay contracted. ISTor does it matter that corporeal 
things are contained in an inheritance ; for fruits gathered from 
a farm are corporeal ; and that winch is due to us from an obli- 
gation is generally corporeal such as a farm, a slave, or money , 
but tlie right itself of the inheritance ; and the riglits itself of 
usufruct; and the Right itself of the Obligation is Incorporeal.’’ ^ 

The conelative Duty in the person of the Debtor was called 
an Obligation. — “ An Obligation is the bond of the Law, by 
which we are absolutely bound to pay something by the terms 
of the Law.” ^ 

The word Debt is unfortunately used in common parlance to 
denote both the Might to Demand and the Duty to Pety. This 
double use of the words leads to much confusion of idea on the 
subject. It would be a great improvement if it could be con- 
fined to the Duty to Fay, as it really n^aiis that. But this is 
an improvement in popular language which is scarcely to be 
hoped for. 

Instruments of Credit are called indiscriminately Credit, 
Debts, or Obligations. 

N’ow the Duty to Pay always remains^fixed in the person of 
the Debtor. But the Creditor may sell or transfer his Property 
like any other; hence the Bight is, by the Definition which we 

^ insMiit Just li., 2 See also Gams, ii,, 14. Digest i , 8 : 1. 1. 

2 InsUtut Just, 111 ., IB. Jjigest xliv., 7, 3. 
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have shewn to be universally adopt eil, W^ealtu. Ai 
dilating Debts, or Credit, are just so iimcli Exchange 
perty, or E(*onomi(*. Quantities, as money, corn, manufa 
ai\y other nierehandize, as every [jiiwyer, Economist, 
eliant knows. 

This is sim])]y an examjile of the great Algebraical 
of the Fruici 2 >^e of the Pu'fiKineiicc of Eqoloalent Fc 
we have said that £ is tlie General Byinbol of an 1 
Quantity; and every one knows that in all banking am 
tile accounts, Credits or Debts of all sort^, Bank N'ote 
Excliange, are always included under the general i 
just ill the same manner as money or any other goods. 

Hence, ns Credit may be used in exactly the same i 
any other Economic Quantity, it may bo used as Capit 
as anything else. For we have seen that the true del 
Capital is, Any Economic Quantity used for the 
FrofiL Also we have sliewu tliat Smith, Say, Chevfi 
and indeed all Economists since Smith, admit that 
or transport is one s})ecies of Production ; hence as 
almost universally used as purchasing power in mod( 
Credit may be Productive Capital, exactly in the same £ 
ill tlie same manner, that Money may be used as P 
Capital. 

28. These Eights, or Credit, wore expressly indue 
the title of Wealth in Homan Law. 

Thus says Ulpian ^ Ea enim res est qua} cmi 
potest.’'* 

-FThat is Wealthy or Property, v}hich may he bought 

All species of Pro]>erty, whether Corporeal or In 
wore included under the title of iits,” Fona ” or “ . 
ill the Digest ; or under that of TTpayyarif goods am 
or xphyuTCi, wealth, in the Basilica. Thus, Digest l. K 
aiipeliationo et causm et jura contineiiiur, 

Basil. 11., 2, 21 — rp Tov 7rpayjiaro£ wpoo-cyopl^ iml ah 

{jifcaia irepiix^raL, 

Under the name o/ Wealth loth causes and Righ 
eluded, 

Figest^ ^^2. — Pecunijs nomine non solum 
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’pecTinia, sed omnes res, tarn soli quam mobiles, et tam corpora, 
quam Juka continentur.*’ 

Basil. II., 2, 214 — rw ovoiian riov y^pyijxaTuyv ov fiovoi^ ra ^(p’fjfiara 
aXXa Travra ra kivyitcl mt afchrjTa) ical ra orw^ariKa nal ra AIKAIA 
^rjXovrai, 

Under the name o/ W ealth, not only ready money ^ hut all 
things both immoveable and moveable^ and both corporeal and 
Rights are meant} 

Thus also says Sir Patrick Colqnlionn ’ — “ The first requisite of 
the consensual contract of emptio et venditio is a Mebx, or object 
to be transferred by the seller to the buyer, and the first great re- 
quirement is that it should be in commercio^ that is capable of 
being freely bought and sold. S apposing such to be the case, it 
matters not whether it be an immoveable, or a moveable, cor- 
poreal or incorporeal, existent, or non-existent, certain or un- 
certain, the property of the vendor or another; thus a horse, 
a Right op Action, servitude, or thing to be acquired, or the 
acquisition whereof depends on chance. 

A purchaser may buy of a farmer the future crop of a 
certain field. Wine which may grow the next year on a certain 
vineyard may be bought at so much a j)ipe ; or a certain price 
may be paid irrespective of quantity or quality, and the price 
would be due though nothing grew, or for whatever did grow. 
In the second case the bargain is termed emptio spei; and in the 
first and last emptio rei speratce^ which all such bargains are pre- 
sumed to be in cases of doubt. 

The cession of a Idiglit of Action being legal in the Roman 
Law, the right of A to recover a debt due by B may be sold to 
C.” 

Thus we have shewn clearly that credit was expressly included 
under the title of Wealth and Merchandize in Roman Law, which 
is the Common Commercial Law of all Continental Europe and 
Scotland. 

We also see that under the title of xpyj^ara, Wealth, the three 
species of Economic Quantities, Material things. Immaterial 
things, and Incorporeal things, are expressly enumerated. 

It is exactly the same in every system of Law. Credit is in- 

^ See aJsOy Digest 1 , 16 6, 40, 91. Basil,,, u., 2 * 6, 19, 46, 88, 138 
® A Summary of the Boman Civil Law, § 1638. 
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eluded under the designation of goods and chattels ” in English 
Law. 


It is one of the most elementary principles of Law that a Debt 
or Credit, is a species of Property. Thus, says Mr. Williams ^ — 

Choses-in-actmi («. e., debts) having now become assignable, 
become an important kind of personal property. Again ^ — ‘‘A 
legal Qhose4n- Action constitutes a valuable personal property,” 
Also * — In addition to goods and chattels in possession, which 
have always been personal property, and to DeMs which have 
long been considered so.” 

So also Mr. Justice Byles says^ — ^^This species of property 
is now in aggregate value inferior only to the land or funded 
debt of the kingdom.” This sentence was written more than 
forty years ago, and we may safely assert that the mass of 
Credit at the present time, greatly exceeds the funded debt. 

So also Chancellor Kent says ® “ As they serve the purposes 
of cash, facilitate commerce, and are the visible representatives 
of property, they may be truly said to enlarge the Capital Stock 
of Wealth in circulation, as well as increase the trade of the 
country.” 

Every Economical writer, too, has treated Bills and hTotes as 
exchangeable property like any other ; we have already shewn 
that Smith does so. ® 

29. We have now tracked to its lair, and exterminated every 
false conception of Credit which has puzzled and misled writers. 
There is only one other thing which may possibly embarrass 
any one. We have said, what has been repeatedly said before, 
that Credit is Property of the same nature, but inferior in 
degree to Money. Some might say in answer to this that 
Credit is intended to be, and always is, ultimately paid in 
money; and that the transaction is not finally closed until the 
Credit is paid in money. The answer to this is very simple, 
that in modern times not one BiU in a hundred is ever paid in 

^ Law of Fersonal 5. ^ 8 

® lUd.-ip. 8 ^ A TrtaUse on Bills of Exchange^ Preface. 

^ Commentaries on American LaWj Vol. iu , jp. 87 lli5^ Edit 
« Ante, ck. iv , § 33, p. 133. 
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nioney^ but by means of Credit as is shewn hereafter. Next it 
has been shown long ago that Money is only an intermediate 
agent in exchanges. A sale is a demi- exchange. Money itself 
as has been observed, scores of times by the most eminent 
Economists, is only an order or }>owei of commanding whatever 
its owner may require. It is therefoie only peimanent and 
general Credit ; it is only tlie highest term of Credit. So that 
the payment of Credit in money is only the exchange of par- 
ticular and precarious Credit for permanent and general Credit. 
Daniel Webster said most justly that Credit is to money what 
money is to merchandize.” So that if the use of money resolves 
an exchange into two parts. Credit lesoives li into three. First 
there is the exchange of the goods fui the Ciedit, tlien the ex- 
change of the Cl edit for the Money, and tlien tlie exchange of 
the Money ibr something else, vhich is the real closing of the 
transaction. 

80 . We hope we have now mrele suiliciently cleai the object 
we had, in a foimer chapter, in disembarrassing the word 
Wealth of all notions of Labour and Materiality, and shewing 
that its essence is purely and simply ExcnANGEAniiUTY, and that 
the only true and comprehensive definition of Wealth is an 
Exchangeable IIigiit. By far the most gigantic species of 
property in this country is Credit. For not only is almost all 
commerce cairicd on by means of Credit, and therefore tlie 
quantity of Credit must be about equal to all other commodities 
put together, but also the Credit which is created to circulate 
these commodities is itself the subject of anotlier commerce, 
in which Credit is created to purchase this Credit, so that 
there can be no doubt whatever that taking the two species of 
Credit together, the aggregate of Credit in this country far 
exceeds all other commodities put together. And there are 
actually some writers who would seek to exclude Credit and 
Incorporeal Quantities from Economics altogether! It must 
be obvious, on the slightest consideration, that it is as absurd 
to attempt to exclude Incorporeal Quantities from Economics 
as it would be to exclude Gravity or any other Iiicorpoieal 
Force from Mechanics. For Credit is in Economics exactly 
what Gravity is in Mechanics. Gravity is Force, pure and 
simple; so Credit is Exchangeability pure and simple, di- 
vested of any notions of Labour and Materiality. Credit is 
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the principal subject of Commerce, or Exchange, in modern 
times ; and to exclude from the Science of Exchanges, or Com- 
merce, the species of Property which is the subject of the 
greatest commerce, is about the most preposterous absurdity 
that ever entered the human mind. 

The preceding considerations dissipate the whole of the 
Lucretian Philosophy into thin air. For the very foundation 
and corner-stone of the Atomic Philosophy is that Wothing can 
come from JSFothing^ and that Nothing can go back into 
Nothing, hTow when a contract is created, the Bight 
of which is a saleable commodity, out of what material 
particles is it composed ? The very word invariably used 
regarding Debts is to create ” and to annihilate ” them. It 
is wholly untrue that human laliour is always employed in 
re-arranging the particles of matter. Human labour to an 
enormous extent is employed in producing and acquiring Ideas, 
and Science, and Knowledge. It might be perilous to say 

creating” ideas, }>ecause that might give rise to many meta- 
ph}sical quarrels. IsTo one surely wmuld say that Ideas and 
Science and Knowdedge are formed out of material particles. 
But a man may have property in ideas ; he may buy and sell 
them. Hence they are Wealth. 

And we also see how completely Roman Law has demolished 
the other Lucretian dogma — 

“ Et faceie et fungi sine conPOKE nulla potest Res ’’ 
because it is a matter oi fact that the Res Incoupokales which 
^^faciunt^' and “ fiingiintui ” sine corpore^'^ aie enormously the 
largest propoition of property in modern times; and these are 
expressly declared to be Wealth in Roman Law, and in every 
system of Law. 

Nor is this a mere literary logomachy. For it was the silly 
dogma that can come from which obscured 

and confused the view^s of Physiocrates. It is repeated over 
and over again in their writings, and was the foundation of the 
dogma, that wms the basis of their science, that all wealth comes 
from the earth. But the simple change of the meaning of the 
word Property from being a material thing into the Right to 
a thing, has changed the whole face of the science like the 
transformation scene in a Christmas Pantomime. And this 
change was within their grasp. For they themselves had 
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observed that Property is the Riglit to a thing, and their whole 
science was based on the Pight of private property. When we 
see, therefore, that Wealth is an Exchangeable Right, we see 
that Wealth can be “created” and “annihilated” and “fnno- 
tion” without a body,” because the greatest amount of Pro- 
perty by means of which the commerce of the world is carried 
on, and which is bought and sold every day to the amount of 
millions, is nothing but abstract Rights. 
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Section II. 

0?^ the Transfeb of Credit, or Debts. 

Vbopebty of t\vo kinds — Property held in Dominion — 
Property held in Contract — Bilateral Contracts — 
Unilateral Contracts — Origin and Progress of the 
Transfer of Debts in Roman Law — Principles of 
English Law and Equity relating to the -transfer 
OF Debts — Upon Instruments of Credit. 

31. If we were asked — Who made the discovery which has 
most deeply affected the fortunes of the human race^ We think, 
after full consideration, we might safely answer —The man who 
first discovered that a Debt is a Saleable Commodity. 

We have, in the preceding section, shewn that Credit is the 
name of a species of Incorporeal Piopeity. In the present sec- 
tion, we have to trace the origin and progress of the power of 
selling, or transferring, Debts, and place this branch of Commer- 
cial Law on solid foundations. 

Property is of two kinds — 

1. Property held in Dominion; where a person has a specific 
Eight to some particular thing, without any relation to any one 
else. When a person has such a sole and exclusive power over 
a thing, he may sell or transfer it to any one else in any ivay he 
pleases. Money is of this sort of property; and hence a man 
may freely sell and transfer his oivn money. 

2. Property held in Contract: that is a person has a Right, * 
but in connection or relation to some one else. 

But Property held in Contract is of two kinds — 

(a). Where each party has Rights to receive and Duties to 
perform : such as the Nexus^ or Obligation, between Lord and 
Vassal in Feudal Law ; and that between Master ami Servant at 
the present time. This is termed a BilxVteral Contract. 

(/I). Where there is only a Right to receive on one side, and 
a Duty to pay, or perform, on the other-— such as the relation 
between Ci editor and Debtor , or Landlord and Tenant in modern 
times. Tliis is called a Unilateral Contract. 

. Now, formerly it was held universally that wherever Property 
was held in Contract, of either sort, neither party could sub*- 

2 I 
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stitute another person for himself, at his own will and pleasure, 
and without the consent of the other party to the contract. 

This rule must manilestly hold good in all bilateral contracts ; 
because as each side lias a Duty to perfoim, of course the person 
who has that Duty to peitorni, cannot substitute any one else to 
pel form it, ■without the consent of the other party. 

Thits so long as the Feudal Law remained in its pristine 
rigour, neither the Lord nor tlie Vassal could substitute any one 
else for himself without the consent of the other pait}- — 
the Feudatary ^ could not alien the fend without the consent of 
the Lord, so neither could the Lord alien, or tiansfer, his Seignoiy, 
or Superiority, to another without the consent of the feiidatary. 
For tlie obligations of the superior and inferior were mutual 
and reciprocal; tlie leudalary was really as much interested in 
the conduct and ability of the Lord, as the Lord was in the 
qualifications and ability of Lis feiidatary. And as the Lord 
could not alien, so neither could he exchange, mortgage, or 
otherwise dispose of his Seignoiy, wuthout the consent of his 
vassal. Again, as the vassal or feiidatary, could not alien, so 
neither could he devise or dispose, of the feud by will, or by 
any means (when feuds were become hereditary) pi event or 
vary the feudal com sc of succession.” 

The same piinciple originally held good when the contract 
was unilateral, as is the case between Creditor and Debtor. But 
wlien the obligation is of this form, the party that has the 
Eight to receive, soon begins to insist upon the power of trans- 
fen ing this Eight, like any other Property. And theie is a very 
good' reason for this. For in the case of the obligation, or con- 
tract, of Debt, there is manifestly a strong distinction between 
the two parties, the Creditor and the Debtor. The Debtor can- 
not substitute another Debtor for himself, because the Creditor 
may not have the means of knowing the solvency of tlie sub- 
stituted Debtor. Therefore by the veiy nature of things, the 
consent of the Creditor is indispensable to the substitution of a 
new Debtor. But the case of the Creditor is different. If a 
person really owes a debt, and has the means of paying it, it 
cannot make the slightest difference to him, whether he pays it 
to A or to B, provided he can get a discharge for it. Hence it 
is evident that while the assignment of a new Debtor might 

^ Tenured^ j? 30. 
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seriously prejudice tlie Creditor; the assignment of a new Cre- 
ditor can be no real prejudice to the Debtor. 

We have now to tiace the rise and progress of the power of 
the Creditor to sell or transfer his Right in Roman and English 
Law. 


32. For many centuries the Romans divided property into 
two sorts, according to the method by vhicb it might be alien- 
ated, sold, or transferred. That species of propeity which they 
first possessed, and weie most habituated to consider as wealth, 
could only be transferred, or sold, by certain veiy strict and 
minute formalities. This property was called “ Hes 
Other property which was held in less esteem at fiist, might be 
transferred by simple delivery ; this property was called Mes 
neo mandjn^^ and amongst this siiecies was classed the gi eater 
portion of Incoiporeal property.^ 

The words OhlUjatio and ContmcUis do not belong to eaily 
Roman jurisprudence. The relation between Creditor and 
Debtor, established by a loan of money was called a JVexus in 
the Code of the XII. Tables. The Mutuum, or Loan of money, 
could only take place by the solemn form of the weight and 
scales Qmt cies et Ubram) used in transferring the lies maneJp} 
The form of Stqndatlon by question and answer, "was gone 
through before five witnesses,® and then the Debtor was bound 
by a very severe contract, bond, or nexiis^ to the Creditor: tlie 
discharge from this bond was called sohitio^ an untying. 

But the Debt created, or the Right of the Creditor to demand 
an equal sum in return at a future time, was Incorporeal ])ro])erty, 
and classed under Res oiec maiicipl^ and therefore might be 
transferied by mere delivery. 

^ Dnfoitmiatcly the part of the Code of the XII. Tables wdiich 
related to obligations, is not evtant. It is impossible to say, there 
fore, Avliether they made any piovision for the sale or tiansfer of 
debts, or even whether such an idea had occuiied to the Romans 
at that time, that a debt might be sold, or transferred. 

Although Credit was classed under the 7ieG mrowqjq or 
5 Oaius 11 , 17, 19, 20 

2 Foi* examplet^ of tlie Stipulation see Plautus, ii , 1, 48. Psetirhlu^^ i., 

1, 112 . lY , 6, 15 CuieuUo v., 2, 68 B,. 31, 33. Baccli iv , 8, 11 Tunv^umus 
2, 34, 39. v , 2, 47 


3 Ganiff 11 , 17- 
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property wliicli passed by simple delivery, it could not be trans- 
ferred by manual deliveiy The Romans did not till a very late 
period, adopt the modern practice of recording the evidence of 
debts in wiitten documents, tlie delivery of winch is equivalent 
to the delivery or ti ansfer of the Credit itself, so that Credit may 
be stiictly delivered manually, like any other chattel. 

The first notice that we have of the sale or transfer, of 
debts among peisons not bankers is in Gains ii., 38. He 
says that though debts weie classed among the JRes nee 
manciple as they could not pass by manual delivery, it was 
necessary for the thiee parties, the Creditor, the Debtor, and 
the Assignee to meet together. If then they agreed among 
themselves that the Creditor might transfer his Right against 
the Debtor to the Assignee, the parties entered into the solemn 
verbal agreement, or Btjpxdatlon^ before witnesses, by which the 
Creditor transferied his Right against the Debtor to tlie 
Assignee, When this was done, the Assignor was discharged 
from his liability to the Assignee, and at the same time he dis- 
charged the original debtor fiom his debt to him. The contract 
established betu een the assignee and the original debtor was 
termed % Noeatlo ; and the assignment of the new debtor to 
the new Creditor was called a Delepatio, When this solemn 
stipulation was completed, the Assignee might sue tlie debtor in 
his own name, as there was now a privity of contract between 
them. 

38. The early simplicity of the Code of the XIT. Tallies knew 
nothing of Trustees or Attorneys, Every man was cithei the 
absolute proprietor of a thing or he was not.^ He in w’hom the 
legal estate was vested was called Domhvus ex jure Quirltium^ 
or the propiietor by the Common Law of the Romans. It knew 
nothing of double, or suboidinate, rights. The Code of the 
XII. Tallies allowed no man to sue in the name of another, 
except in two cases. ^ He alone who was Domiuus ex jure 
Quirlthnn might sue, and that in person; and as no man could 
sue another unless there was some contract, or relation between 
them, the assignee of a debt could not sue the debtor, because 
there was no privity of contract between them. 

1 Gahifi 11 ., 10 

* Gains iv . S2. 4 , 17 123 Bunh n , 3 , 123 
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The Code of the XIL Tables was maintained in all its strict- 
ness for about 2 7 Y years. During this period the forms of writs 
of actions were defined with the greatest rigour, the slightest 
variation being fatal to the action. These were called Xegis 
actiones, or as we might say Common Law writs , and as long as 
these lasted, no one could sue on behalf of or in the name of 
another. 

34. But in the progress of time, new rights, new interests^ 
new wants, and new ideas grew up ; and a great Equitable juris- 
diction came into existence to meet the new requii ements. The 
supreme judicial Magistrates, the City and Foreign Praetors, 
were clothed with the power AclpamiuU vel vel cor- 

Hgendi juris cioilis gratia propter Ktilitatem puhllcam. So 
deep was the leverence of the Romans for their Code, which 
Cicero declaies to contain in one chapter more utility than all 
the libiaues of the philosophers,^ that the Picetors W'ere not 
permitted actually to abolish any of its Laws, but only to sup- 
ply their defects. But new rights and interests had grown up, 
which weie incapable of being dnectly piotected by Lawq unless 
by tlie actual repeal of some of the provisions of the Civil Code. 

Among these new rights were Equitable interests. One per- 
son might be possessed if the legal estate in certain things, but 
permit another to enjoy their use and profit, without undergoing 
the usual solemnities of the transfer by mancipation, or the 
cesslo in jure. The original owner, therefore, possessed the 
nudum jus Quirltium^oi' the mere legal estate, while the grantee 
possessed the profitable, equitable, or as the medimval j mists 
called it, tlie honitarlan use. But the Code of the XII. Tables 
gave no right of action to the Equitable owner. 

So if a Creditor sold or transferred a Debt, or Right of action, 
' without the consent of the debtor, he alone possessed the nudum 
jus Quirithwiy but the transferee possessed the Equitable right 
to it. 

In order to protect these equitable interests, without directly 
contravening the fundamental laws of the XIL tables the Prte- 
tors gradually created the great s}stcni of Legal fictions, and 
these fictions were soon applied to jirotect the Equitable rights 
of the Assignees of Debts. 

i he OuiloiC 1., i 
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35. About the year 577 a.c.j the jOex ^hutia abolisbecl tlie old 
Xegis Actio^ies^ which were not part of the Code of the XII. 
Tables, but only a series of writs framed by the Magistrates so 
as to bo adapted to them. New forms of writs were prepared 
by the Praetoiian authority, called I^ormulce, and these were 
adopted and extended by two Leges Lulke} 

By these formula parties were allowed to be represented 
by Cognitores^ or Lrociiratores^ that is Attornies, who were 
allowed to sue on behalf of their clients. The Assignee of the 
Debt was then allowed to use as the Cognitor^ or JProGurator^ 
of the Assignor,® Gains gives ihe formula of the writ in such 
a case.^ 

The Praetor could only grant an actio dlrecia^ or vulgaris^ to 
the original Creditor, but he could grant an actio or 

fietltla, to the Assignee of the debt ^ 

When a Creditor sold liis right of action he was said ccdere, 
or mandid'e actionem.^ The Assignee was called Frocurator in 
rem suam and he was acknowledged as the real plaintiff, si 
in reni suam datns sit procurator^ loco dominl hahetur : his 
mandate could not be revoked ; and he owed no account to 
his 2 >rincipal/ 

Such was the state of the Law regarding the sale, or transfer, 
of Debts in the time of flaius, who is generally supposed to have 
written his Institutes in the time of the Antonines. They were 
the text book of Law throughout the whole Roman Empire, when 
the Eomaus abandoned Britain, and it is well known now that they 
are the real source and origin of the Common Law of England ; 
and tlie Common Law of England with regard to debts is ex- 
actly at the present time such as is stated by Gains. 

36. Soon after the time of Gains, the Emperor Alexander 
Severiis, acting proba]>ly on the advice of Ulpian, published a 
Constitution in the year 224, A.D., by which the absolute free- 
dom of the sale of debts without the knowledge or consent of 
the Debtor w^as recognized and allowed. 

Digest xviii., 4: I'J. — Nomina eoram qui sub conditione vel in 

i Genus b., 30. ® Gants n , 39. ^ Jhd. iv,, SO. 

4 Grtius III , 3-2. 81 xv , 31 Digest n , 11 . 16. Cod iv , 10 . 2. xxix ,5 7, 8. 

^ I/igest XT., 33 . 5. \ri , 3 * 2 xvii , 1. six,, 1 • 31 xiiv , 7 7 xlvi , 3 76, 

6 Digest lil., 30 xxu , 1 • 8, 10 xHt., 4 4, 18, 21. 

? Cod iT ,10 1 
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diom debent, et emere et vendere solemus. Ea enim res est 

qna3 emi et venire potest. 

We are accustomed to huy and sell debts payable on a certain 
event or on a certain day. For that is Property which can be 
bought and sold, 

Cod,^ iv., 39 : 3. — Nominis venditio etiam ignorante vel invito 
eo adversus qneni actiones mandantur, contralii solet. 

It is %isual to sell a debt 'without the knowledge, or even against 
the consent, of the debtor. 

It was declared to be lawful to sell all actions, real, as well as 
pei'sonal. 

Ood, iv., 39 : 9 — Certi et indebitati juris est, ad similitudineni 
ejus qui personalein redemerit actionem, et utiliter earn 
movere suo nomine conceditur, etiam eum qui in reni actiones 
comparaverit, eadem uti posse facilitate. 

It is clear and undoubted law, that Just as he who has bought 
a personal action may sue out a 'writ in his own name ; so he 
who has bought a real action has the same power. 

In the time of Gains the assignee of the debt could only sue 
as the attorney of the assignor, as he was obliged to allege the 
Jus Quiritium, or the legal estate of the assignor; but the 
necessity for this was taken away by Justinian, who abolished 
the nudum Jus Quiriiium, as an antiquated relic of old Roman 
Law, which was only an absurd enigma which puzzled Law 
students ; ' and then the assignee could sue in his own name. 

Cod, iv.y 39 : 7 — Yisum est post nominis venditionem utiles 
emptori (siciit responsum est) vel ipsi creditori postulant! dandae 
actiones. 

It is seen that after the sale of a Pebt a writ may be granted 
on the demand of the buyer (as has been decided), or of the 
creditor himself. 

Thus at length the complete emancipation of a Debt from the 
general rule affecting property held in contract was effected, and 
it was made as completely and freely saleable as any other chattel, 

37. 't'hese laws regarding the sale of Debts were fully con- 
firmed and adopted in the Basilica. 

Pasil, xix., 4 : 16. — ^ai oVt rk virb figepav kdi to. vtto aipscriv )(p£a 

TrLirp/uTKoyrat. 


1 Cuct. vii , ‘25. 
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Debts payable on a certain day and on a certain event may 

be bought and sold. 

Sasil^'KJK.^ 4 : 68. — Ka\ otl to wovpoy V^rb aipseny TriTpacrfcerai 

ml i/TTO atpecriy 7rovp(vg 

A simple Debt may be boxiglit conditionally, and a con- 
ditional Debt simply. 

Basil, xix.j 4 : 27. — i] tov ypayparetov irpadig kal ayi'oovrrog Kal 
fi}) (^ovXoyei'Ov kkeivov, Ka& pv tk)(^povyTai at 'aywyat, Cvvarai 
(TVpicrracyOat. 

A Debt may be sold ivithout the knoioledye, and against the 
eonsexit, of the Debtor. 

The sale of real as well as personal actions was also confitmed^ 

§ 32 . 


38. We have given these extracts because they contain the 
history of the subjeotj and they form the Commercial Law of 
all Europe, except England. 

This investigation clears up a difficulty which h^^htpnzzled 
some modern writers. The earliest Bills of Exchai\^e extant 
contain no words of negotiability, and yet we know -as a fact that 
they were negotiated. This now is all ex])lamed : we have vshewii 
that by the Law of the rioman Empire, fully adopted and con- 
firmed by the Basilica, a Debt might be freely sold. Conse- 
quently Bills of Exchange required no words of negotiability to 
make them saleable ; they were so by the Law of the Empire. 

These provisions also explain one fundamental distinction be- 
tween the Law of Scotland and the Law of England as to In- 
struments of Credit. By the Law of England, a debtor is not 
bound to accept, or pay, a Bill drawn upon I dm by his Creditor, 
without his own consent ; and he is not liable to an action for 
non-acceptance. And unless the^ Bill be drawn payable to 

order or to bearer,” that is made transferable by the express 
consent of the debtor, it cannot be assigned, so as to enable the 
Assignee to sue the debtor in his own name. But by the Com- 
mon Law of Scotland, a Debtor is bound to accept a Bill dra’wn 
upon liini by his Creditor, and is liable to an action for non- 
acceptance, Moreover a Scotch Instrument of Credit does not 
Te(|iiire any words of negotiability to be inserted : it is assign- 
able at the will of the Creditor, by the force of the Common 
Law ; and the transferee may sue the Debtor in his own name. 
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And the reason of this difference is simply that the Common Law 
of Scotland is the Roman Law of the Pandects and the Basilica^ 
while the Common Law of England is the Roman Law of Gains. 

It may seem somewhat strange that so practical a people as 
the Romans long rejected the advantages of recording the debt 
on some material, along with the expressed consent of the 
Debtor to its being transferred. But till after the time of 
Gains, although the assignment of debts was freely allowed, yet 
it was required to be done orally, at a meeting of the three 
parties, the Debtor, the Creditor, and the Assignee. Gains 
says^ that in his time the Romans did not use written 
obligations (chirographa) ; they were only used by foreigners. 
The Emperor Leo about 465 a.d. relaxed tlm rigorous formali- 
ties of the Stqndatlo^ and enacted that a clear consent given in 
any form of words should be sufficient.^ In the time of 
Justinian, written obligations had become usual, and any 
obligation in Avritiiig bound the obligor.® 

39. The Romans invented banking, we have every reason to 
believe, and an account will be given in the ])roper section, how 
they managed the business. But as far as we are aware, they 
did not devise that great invention of modern times,' namely 
discounting obligations payable at a future time by means of 
obligations payable on demand, intended to be of the value of, 
and to circulate as, money, which has given such a prodigious 
extension to the system of credit and commerce. 

We have, therefore, decisive evidence that the Romans did 
not use Bills of Exchange for commercial purposes, as many 
writers have alleged: but they were accustomed to remit drafts 
upon their correspondents in foreign countries. Cicero writes 
to Caninius Salustius — 

Se ait curasse, ut cum qua3Stu pppuli pecunia permutaretur. 

He says that he has taJcen care that a draft for the money 
shoidd be sent (to Moms') along with the 2 '>oople'‘s share of the 
profit. 

So when Ms son is going to Athens he writes to Atticus, 24. 

1 liishtuf m , 134 

S Institnt Just ui , 16, 17, 20 Diffest xlv.^ 1. Cod. vm., 38 . 10. 

3 Tnstdut Just. lii , 22 Cod. u., 30 li 
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Sed qiiserOy quod opus illi erit Athenis, permutarine possit, an 
ipsi fereiidum sit. 

£ut I wish to hnow lohether the money he loill require at 
Athens can he sent by a drafts or whether he must carry it loith 
him. 

So again, 15, 15. — 

Quare velim cures ut permutetur Athenas quod sit in annuum 
sumptum. 

Wherefore I loish you to take care to send Mm a draft at 
Athens for his yearly expenses. 

So also, 5, 15.™ 

Ut vereor, ne illud quod tecum permutavi, versura inihi sol- 
vendum sit. 

8o that I fear I must borrow money to pay the draft you 
changed for me. 


On the Principles of English LA^y and Equity relating to 
the Tkanspee of Debts. 

40. Every lawyer knows the oft quoted saying of Lord Coke^ 
— And first was observed the great wisdom and policy of the 
sages and founders of our Law, who have provided that no pos- 
sibility, right, title, nor thing in action shall be granted, nor 
assigned, to strangers, for that would be the occasion of multi- 
plying contentions and suits, of great oppression to the people 
and chiefly of terre-tenants, and the subversion of the due and 
equal execution of justice.” 

Now, without inquiring yet what Lord Coke’s qualification of 

a stranger” may mean, this dictum has been repeated a multi- 
tude of times by a long line of judges, both at Law and in 
Equity, usually with the qualification omitted, so that it has 
been made to appear in the broadest and most unqualified terms, 
that a chosedn-nction^ or a debt, cannot by the Common Law of 
England be assigned, and also as if there were some peculiarity 
as to the non-alienability of choses-in-action^ distinguishing them 
from other property in this respect. 

We must now endeavour to investigate what historical truth 
there may be in this opinion, and in fact what is the true Com- 
^ LamiKi v Siarkry^ 10 Cole it), 
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mon Law doctrine as to the sale of choses-in^action, or Debts, 
and place this branch of Commercial Law on a solid basis. 

There are, it is ti'ue, certain Ghoses4n-action^ which are de- 
clared by law to be absolutely inalienable, and that any attempted 
alienation of them is a mere nullity, wholly void, and of no effect, 
and conveying no right whatever to the Assignee. Such are 
seamen’s wages '} an officer’s pay an annuity granted out of a 
rectory.^ 

The current doctrine may perhaps be not incorrectly stated as 
something of this sort — That choses4n-actio7i are not assignable 
at Common Law — That Bills of Exchange are an exception to 
the Common Law — That negotiable Promissory Notes are not 
within the custom of merchants, and that their negotiability en- 
tirely depends upon the Act, Stat, 1'704, c. 9. 

41. Ill the first place it may be said with all due respect for 
the fame of Lord Coke, that the reason he assigns for the alleged 
non-alienability of debts, that it was on account of the litigation 
it might give rise to, and the subversion of the dne and equal 
execution of justice ” cannot be received as a satisfactory ground 
at the present day. 

The true reason was far deeper, and of a far more general 
application, and has already been explained. It was this — That 
whenever Property is held in Contract, or by parties related to 
each other by any bond, contract, obligation, or nexus, neither 
party can substitute another person for himself at his own 
mere will and pleasure, and without the consent of the other 
party. 

Moreover, so far from the non-assignability of choses4n<iction^ 
being an exceptional Rule of property, as it was in Roman Law, 
it was in fact, the Rule applicable to the enormously greater 
proportion of Property under the Feudal System, and the Rule 
of free alienability only applied to the comparatively insignificant 
amount of personal property. 

The essence of the Roman polity was equality and absolute 
dominion. By the Common Law of the Romans every man 
1 Act, Stai , 1727, c. 14, 5 7 

^ JFhrtif y. Oldham, 3 T.R , 681 ; Lidderdale v, Dale of Montrose, 4 T.R , 24S ; 
Barimch v Meade, 1 H, Bi , 627 

s Act, Stat , 1571, c. 20 : AihucUe v Lowton, 3 B. & P ; ?" Lidderdale, 3 

AbsI. 533, Moffys r Meohe, 8 T.R.. 411, Davis t. lufyai , 1 Paunt C5, 
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was tlie absolute proprietor of his possessions, including his wife, 
children, and slaves. He did not live in a state of contract with 
them. As regarded his familia, he was Dommus ex jure Quiri- 
thmi ; as regarded his fellow citizens, he w^as their equal. Con- 
sequently the state of Contract between Roman citizens was 
comparatively rare, principally confined to that of Creditor and 
Debtor; and also to that of Patron and Client. And as we 
have already seen, Debts by the early Roman Law, were not 
assignable without the consent of the Debtor. 

But the whole structure of Feudal society was essentially 
different from Roman Equality and Dominion. The very 
essence of Feudalism was that Doininhim of the soil was 
vested exclusively in the Soveieign, as the representative of the 
nation. Absolute property in the soil, either the Dominium of 
the Romans, or the Allod of the Germans, was impossible in a 
private person. And says Sir Martin Wright^ — ^Ht is so 
absolute a maxim, or piinciple of the Law of Tenures, that all 
the lands in England are holden either mediately or immediately 
of the King, that even the King himself cannot give lands in so 
absolute and unconditional a manner, as to set them free from 
tenure ” 

The Sovereign granted feuds to his followers first during 
pleasure, then for life, and then in perpetuity, but always on the 
express condition of certain definite services being rendered. 
These tenants were consequently in a state of contract with him. 
They in like manner granted out parcels of their tenures to their 
vassals on certain conditions, and these vassals again, would have 
further divided their grants, if they had not been restrained** by 
Law. 

42 . The result of this was that the whole state of Society was 
one of Contract. The structure of Roman Society was essentially 
level : the structure of Feudal Society was essentially pyramidal. 
Every one from the highest to the lowest was fixed in a state of 
Contract. The intermediate ranks were in a state of double 
Contract, both with those above them, and those below them. 
The. consequence was that no one could change his position, or 
alienate his property, without the consent of the other parties to 
the Contract, as we have seen was said by Sir Martin Wright. 

• ^ Tinuir,s,p 137 
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Thus, in a state of pure Feudalism, the tenant of land could 
not substitute another loerson for himself, at his own will and 
pleasure, without the consent of the other party, any more than 
a Creditor, or Debtor, could substitute another person for him- 
self, without the consent of the other paity, and for the very 
same reason— that it was Piopeity held in Contract. 

Hence the law relating to choses-in-aetion wms not peculiar to 
them ; it was exactly the same as applied to the whole land of the 
Kingdom. It was simply one example of a universal principle 
which might be illustiated from many other countries if 
necessary.^ 

A stiict Military Feud was by its very essence and nature in- 
alienable, and such only aie called proper Feuds by Feudal 
writers. But gradually this rig'our was relaxed, and Feuds were 
created assignable, or saleable — “All Feuds, therefore, that are 
sold, or bartered, for any immediate or contracted equivalent, or 
that are granted free of all sei vices, or in consideration of one 
or more certain services (whether military or non-militar}' ) or 
upon a Cens, or Best, in lieu of service ; and all such Feuds as 
are by express woids in their creation, or constitution, alienable, 
are improper Feuds, and are severally treated of ])y the Feudists 
under the head of Feuda emtilia, franca, censualia, emptitoria, 
alienabilia, &c.” 

Thus, though, no doubt a Feud was originally not alienable, 
yet wherever the grantor created or constituted the Feud alien- 
able, by granting it to the Grantee and his Assigns, it was 
assignable, and the assignee was enabled to sue the Grantor in 
his own name.^ It also became common for a lessor to grant 
leases to the lessee and his assigns, and such leases were 
assignable. 


43. The relation between Lord and Vassal, or Landlord and 
Tenant, is similar to that between Creditor and Debtor ; and we 
have seen that, in the early stages of society, neither party could 
substitute another person for himself without the consent of the 
other party. 

When, however, the Vassal or Tenant, that is the person who 


I PaiJiiiTdentaiy liaioi ts on the Land Teuui'et> of India An account of the Tillage 

Communities in India, ^ 

2 W)} gilt 6 Ten Hi es^ 21 ® ” 

Malloig r. Pijmond., T /? 9, Ldir II , pp 292, 443, 
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owed, the service or rent, gave his consent to the transfer of 
the seiguory-j he was said 'to attorn to the new seignor. By this 
public declaration^ ho recognized the transfer of the Right to 
his services, or rent. 

So long as the Feudal rights were strictly maintained, the at- 
tornment of the tenant was indispensable to a grant, or transfer, 
of the seigiiory. The Lord could not attorn, or turn over, the 
homage and service of the tenant to another Lord, against his 
will; and if the tenant lefnsed to attorn to the pin chaser, the 
grant“ was void ^ just in the same way the Creditor could not turn 
over, or attorn, his Debtor to another person without his own 
consent. 

But when the services of the Tenant were reduced to a mere 
payment of money, and internal peace and security were estab- 
lished, so that tenants were not in danger of being attorned to their 
enemies, the same principles began to be applied to the relation 
of Landlord and Tenant as had already been applied in Roman 
Law to that of Creditor and Debtor. It was of no real preju- 
dice to the Debtor to whom he paid his money, so long as he 
was not called upon to pay it twice. So it was no real prejudi- 
dico to a Tenant, to whom he had to pay his rent, so long as he 
had not to pay it twice. The doctrine of attornment was felt to 
be a burdensome restraint on the alienation of land, and many 
methods were adopted to evade it. In aU cases where the Statute 
of Usage and the Statute of Wills applied, attornment was un- 
necessary, and many other cases are given in Comyn’s Digest, 
Attornment l. 

Between the time of Littleton and Coke, a further step was 
made in the alienability of grants, for in several cases the tenant, 
if he refused, might be compelled to attorn.^ 

At last the doctrine of Attornment, as regarded grants and 
conveyances, was entirely swept away, and abolished, by Act, 
Statute 1105, c. 16, ss. 9, 10, and estates in land were made 
freely tiaiisferable without the consent of the tenant. This Act 
of Anne is precisely parallel with the Statute, or Constitution, of 
Alexander Severus, mentioned in the preceding section, declaring 
that Creditors might freely transfer their Rights of action with- 
out the knowledge, or consent, of the debtor. 

BractOiU % 35, IS Lift. 551, 5C7, 508. 
s Oolr, Lift , S15 h , S16 a. 
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By these means, in the course of many centuries, a complete 
revolution was effected in the law relating to estates in land, 
which are of tlie nature of Olioses-m-action, Whereas originally 
they were absolutely inalienable unless they were expressly 
created assignable, at the present day, all estates in land are 
freely and absolutely transferable, unless granted with an express 
stipulation to the contrary; and even in many cases such a 
stipulation is void, ’ 

We have thus shewn that the course of the development of 
the right of the alienability of estates in land in England is pre- 
cisely parallel to that of the doctrine of the alienability of Debts 
in Roman Law. 

44. We have now to trace the course of the development of 
the doctrine of tlie alienability of Debts, or choses-hi-actlon, at 
Law and in Equity in England. 

Glanville, the earliest writer on the Common Law, gives us 
much information as to the mode of proceeding for the recovery 
of debts in the King’s Court, but says nothing of their transfer. 

Bracton ado 2 )ts the division of Propeity into Corporeal and 
Incorporeal,^ and after describing the different species of obliga- 
tions,® he states the method in which they were discharged. 
After saying that they may be discharged by payment, release 
(aeeeptllatlo), and renewal, he continues — Also by novation, as 
when the obligation is transferred from one person to another 
who takes it upon himself. For by the intervention of a new 
person a new obligation is created, and the first is taken away, as 
in the case of money, when any one has taken upon himself the 
obligation of another.” 

Thus we see that Bracton expressly adopts the Roman doctrine 
of Novation; that is where a debt is transferred by the express 
consent of the debtor, the assignor is released, and an obligation 
is created between the assignee and the original debtor, giving 
of course a right of action. 

Thus Bracton expressly lays down the doctrine that if the 
Debtor, the Creditor and the Assignee agree to it, the debt may 
be transferred. 

45. As Feuds and Charters came to be granted to the grantee 

^ Slfeplien^s Blackstone i , 469 ^ Be Le<j Ang i., 12, B 3 IlAd. iii , 2, IS 
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and his assigns, which were held to be assignable, so as to give 
the Assignee a right of action in his own name against the gran- 
tor, so annuities, which were more distinctly recognized as choses- 
in-cicUo7i^ came to be granted in exactly the same form, and it was 
expressly decided in a series of cases, that the Assignee of an 
annuity created assignable by the words of the Grantor, had a 
right of action in his own name. 

The first case was in 1368.^ Three priests, the Assignees of 
John, Bishop of Hereford, brought an action against the Abbot 
of T. for arrears of an annuity which had been granted by him. 
It was pleaded that they could not sue as assignees of a chose- 
in-action^ but the Court held that they might. 

The next case confirmed this doctrine.' Brook the parson of 
Boswortli granted an annuity to the Grantee and his assignees 
during his lifetime. The grantee assigned it, and the Assignee 
brought an action against the Gx'antor for arrears. The defend- 
ant demurred, alleging that such an annuity could not he granted 
ovei% But four Justices unanimously held that the action was 
good. 

The next case ^ may he said to have set the question completely 
at rest. Gregory had granted a rent-charge by deed to one and 
bis assignees for his life. The grantee assigned it over, and the 
assignee disti ainecl for arrears. It was resolved by the Court that 
a Rent charge, or chose-in-nctlon^ granted to one and liis assigns, 
may be assigned over by the express words of the grantor, who 
granted it to him and bis assigns, iormodiis et coiiveiitio vmeunt 
legem. 

This doctrine was finally settled in another case,^ ^vhicll was 
an action by the assignee of an annuity. It was argued that it 
was contrary to the nature of an annuity to be assigned over, and 
that it was a matter of common learning that a thing in action 
cannot be assigned over, unless by grant of the King, But the 
Court unanimously held that the annuity might be granted over. 
And since tills case the doctrine has never been questioned. 

These eases establish beyond dispute, that the doctrine of 
the Common Law relating to the alienability of clioses-m-actlon 
is exactly the same as governs all other property held in contract. 
It cannot be transferred witliout the consent of the Debtor; but 
1 77., tr rue'^fs' L. /> 11, Etlu\ III.,p *27 

^ Bakei* e £thi>, VJ. Of), 1 

* ffjefionf, 7 C tie 28 h 13 Tht, (Irnml r Bov (Bn, Hetley 80, 3 Gar. 1. 
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wherever an obligation is created assignable by the express con- 
sent of the obligor, whether that consent be expressed verbally, 
or in writing, such an obligation is assignable, and the assignee 
has an action against the obligor, because modus et conventio 
vincunt legem. Common Law allows perfect freedom of con- 
tract. If A contracts to pay only B, then only B can demand 
payment. But if A contracts to pay B or ‘‘ assigns ” or bearer” 
then the assignee, or bearer, may demand pa) men t, because by the 
fact of the obligor’s consent having been given in the very crea- 
tion of the contract, a privity of contract is established between 
him and the bearer. 

46. The next point to be considered is how the Common Law 
of England overcame the difficulty when the Debtor did not give 
his consent to the transfer of the Debt. We have seen that 
Roman Equity evaded the direct provisions of the Code, by 
allowing the assignee to sue as the attorney of the assignor. But 
English Law had not the same restrictions as Roman Law, and 
as early as Henry YI. we find that the assignee might sue in the 
name of the assignor; or the assignor may sue as the trustee for 
the assignee. English Law has not yet arrived at the simplicity 
of the Roman Law, in sweeping away this last formality in the ^ 
case of cIioses4n-aetion^ as the Act of Anne swept away the 
doctrine of attornment. The attornment of the debtor is still 
necessary to enable the assignee to sue in his own name. But 
both Equity and Law will compel the assignor to allow the 
assignee to use his name. 

The still existing rule of Law, then, which requires the 
consent of the obligor to enable the assignee of the obligation 
to sue in his own name, is simply the last relic of the doctrine 
of attornment; and it only requires this restriction to be swept 
away to biing English Law to the same state as Roman Law, 
Equity, and the Common Law of Scoiland, and to assimilate the 
Law 5f choses-in-aetioii to that of estates in land, as enacted by 
’the Statute of Arme abolishing attornmeuts. 

Equity adopting the Roman Law in the state of its full 
maturity, always held that the Creditor had a perfect right to 
transfer liis Right of action, without the consent of the debtor, 
and if he does so, will compel the assignor to complete his contract 
to the assignee by allowing him to use his name to sue the obligor 

2 iv 



498 


PEINCIPLES OP ECONOMICS. 


[Chap. VIT. 


The doctrine then of the non-alienability of choses4n-actiooi^ is 
therefoie, a mere shadow of its former self. And it seems 
scarcely in the spirit of the age to maintain such an illusory 
restriction. Compelling an assignor to allow his assignee to sue 
in his name, is practically speaking compelling the obligor to 
attorn to him. Hence the free alienability of debts is now 
the reality^ and the old Common Law doctrine is now the 
fiction. 

How far a statute, similar to the statute of Anne abolishing 
attornments, may be necessary to sweep away this last remaining 
fiction, or how fiir the Courts of Common Law may feel themselves 
authorized to abandon it, this is not the place to inquire. It is a 
matter of common notoriety that the Courts of Common Law have 
largely adopted Equitable doctrines, and the arguments of two 
very eminent judges would certainly seem to sanction the opinion 
that the Courts of Common Law might abandon this antiquated 
fiction of their own authority. AssiiunsT, J., said ^ It is true 
that formerly the Courts of Law did not take notice of an ELfiuity, 
or a Trust; for Trusts are within the original jurisdiction of a 
Court of Equity. But of late years it lias been found })roductive 
of great expense to send the parties to the other side of the Hall : 
wherever the Couit lias seen the justice of the case lias been 
clearly with the Flaintitf, they have not turned him round on this 
objei'dion. Then if this Court will take notice of a Trust, why 
not of an Equity ? ” 

111 another well known commercial case Bitlleu, J., said® — 
‘‘It is laid down in our ohi books that for avoiding maintenance 
a diose4n-i(Ction cannot be assigned, or granted over to another. 
The good sense of that rule seems to me very questionable ; and 
in early as well as modern times, it has been so explained away, 
that it remains at most only an olijoction to tlie fonn of action 
in any case. ... I see no use in preserving that shadow 
wdien the substance is gone.” 

And the same eminent Judge said in another case^ — “ Dnrinff 
the fifteen years that I have sat on this bencli, I have never known 
any ease which established a distinction between Courts of Equity 
and Law on subjects of this kind, I have always thought it 
highly injurious to the public that difierent rules should prevail 

Wldck V 1 T R., 619 ^ r J/iiler, 4TB, 320 

Toole i\ Boll intfiro rill ^ 5 T. R 215. 
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in tlie different Courts on the same mercantile case. My opinion 
has been uniform on that subject. It soinetimeSj indeed, happens 
that m questions of real property, Courts of Law find themselves 
fettered with rules fioni which they cannot depart, because they 
are fixed and establisbed rules ; though Equity may interpose not 
to contradict, but to correct the strict and rigid lules of Law. 
But in mercantile questions no distinction ought to prevalL 
The Mercantile Law oe this Country is eoundeb on prin- 
ciples OF Equity, and when once a rule is established in 
THAT Court as a Rule of Property, it ought to be adopted 
IN A Court of Law. 

4^7. The true Common Law doctrine as to the transferability 
of debts may be stated thus — 

1. If the obligor grants the obligation to the obligee alone, an 
assignee of the obligation cannot sue the obligoi in his own name. 

2. But he may sue him in tlie name of the obligee. 

3. If the obligor grants the obligations to the obligee and his 
assigns ” or to his “ order ” or to bearer,” thereby giving 

his express consent to its alienation, the obligor may freely 
assign it, and the holder of it has a Right of action against the 
obligor, for he is bound by his own contract, and modus et con- 
vmtio vincunt legem. 

The importance of establishing this doctrine is well known to 
eyery one who has studied the common opinion on this subject. 


Upon Instruments of Credit. 

48. Credit, then, being an Exchangeable Right, or an Economic 
Quantity, that is Wealth or hlerchandke, which may be bought 
and sold, cannot of course in that form, be the subject of manual 
delivery. But the Greeks inveutcd tlie plan of recording this 
Right on a material, and wdien this was done, the Right itself 
was capable of manual delivery like any other chattel. This 
written promise was called y(eip6ypwpo^>^ a note-of-hand. 

The Romans did not use wiilten obligations till some time 
between Gains and Justinian, and then tliey adopted the Greek 
name ; and a creditor who held a wi itieii obligation of his debtor 
was called Gheirographarius Creditor, 

2 K 2 
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In modern times there arc several forms of such obligations 
in common use, and it is of advantage to have a generic name for 
them all. In some old cases in our Reports they are called In- 
'Struments of Debt, and in recent times they are very usually 
called Instruments of Credit 

In Roman Law, Instrumentum was a general name for all evi- 
dence written, or personal, by which a claim could be proved.^ 
In English Law the word “ Instrument” is restricted to a written 
document containing the evidence or record of some fact. An 
“ Instrument of Credit,” therefore means the loriUen evidence of 
a debt. 

Instruments of Credit are of four forms: — 1. Orders to 
money. 2. Promises to pay. 3. Credits in banks, termed 
Peposits. 4. A mere acknowledgment of a debt, usually 
termed an I 0 U. 

49. The Roman lawyers brought the Theory of Credit to 
a state of perfection. But the practical development of it was 
comparatively feeble, because though debts were assignable, 
and the law contained all the j)rinciples which govern the nego- 
tiation of Bills of Exchange, written obligations were not used 
by them till a very late peiiod. 

It is needless to inquire how far commercial paper was used 
in the Byzantine Empire. It is sufficient to say that for all 
practical purposes, the modern system of Bills of Exchange took 
its rise about the end of the 12th century. 

The power and the arrogance of the Popes Had long been 
increasing, till in the time of the Crusades they claimed the 
right to tax all Christendom for their support. They had their 
own money dealers termed Gamhkttores. These were persons 
who kept tables in the Cathedrals to exchange the money of 
foreigners who came to worship. These persons sent their own 
agents into different countries to collect the Papal tribute. As 
soon as they had collected a sufficient amount, they sent the 
Pope drafts upon their princi])als for the amount. These drafts 
were termed LlUerce Oambitoru^^ — money changers’ drafts. 
These drafts were naturally in the foim of an order upon their 
principals to pay a certain sum of the money of the country they 
were in, at a certain rate of exchange in Italian money. The use 

1 xxii, 1 1. 
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of them spread rapidly to commerce, and there are said to be 
laws of the Yenetian Senate speaking of litter m cambii in the 
13th century. In the middle of the 12th century, the Florentines 
took up the business of money dealing to a great extent, and 
their example was soon imitated by other Italian cities, such as 
Lucca, Asti, Sienna, Milan, Placentia. Cahors in Prance, also, 
became celebrated as a monetary centre; and the name of 
Gaorsim became synonymous -with usurers, and Dante ^ places 
them in the infernal regions, in very strange companionship, for 
this imaginary crime. The earliest Bill of Exchange known to 
exist was drawn in 1380. Another is quoted by Capmany, an 
eminent Spanish writer, dated 1404, which was drawn by a 
Lucchese merchant of Bruges on his correspondent at Barcelona, 
and negotiated in Bruges, but dishonoured in Barcelona. In the 
ai chives of Venice there are many Bills of Exchange of the 15th 
century, drawn by Yenetian merchants on their correspondents 
in London, and sent back protested for non-payment In none 
of these bills are there any words of negotiability ; just as there 
need not be in a Scotch bill at the present day. Many wi iters 
have been puzzled to know how Bills of Exchange came to be 
negotiable. Some attribute the invention to Cardinal Biohelieu. 
But the preceding investigation has completely cleared away all ' 
mystery on the subject. They were negotiable by the Constitu- 
tion of Alexander Severus, of 224 A.D., adopted in the code of 
Justinian, which was the Law of all Europe. 

But obligations, by the Common Law^ of England were not 
payable to any one but the Payee, without the consent of the 
Obligor. Accordingly we find that at a very early period it was 
usual to make Obligations payable to the obligee and his Attor- 
ney, which was equivalent to the modern or order.” Matthew 
Paris ® quotes the form of an Obligation of the Friar and Convent 
of FT,, dated 1235, and made payable to certain Milanese mer- 
chants in London aut uni eorum, vel eorum certo nuncio.” 

50. It is commonly supposed that Bills of Exchange were 
only in use among foreign merchants, and that Obligations in 
the form of Promises to pay were wholly unknown to com- 
mercial usage, and the Common Lawq and that such an Obliga- 
tion was not assignable at Common Law, even though containing 
words of negotiability. 

^ Inferno^ Cant xi , L 50. 


* Mist Any , i). 418 
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This however is a complete error. There exists a work con- 
taining many of the customs of London in the reign of Edward 
lY. and Henry VII , usually called Arnold’s Chronicle. In thiSj 
several forms of Obligation are given, as those in common use 
in the reign of Edward lY, and among these, are forms of Bills 
of Exchange drawn as Promissory Kotes, payable to bearer; 
and also common Promissory Notes, payable to the Payee and 
his Attorney^ or his Assigns, 

As those documents are very little known, we may cite two 
of. them. The following is given as the form of a Bill of Ex- 
change (p. 118, Edit. 1811) : — 

Lettuc op ExcnATJHOE. 

Ee it knowen to alle men yt 1 R A citezen and liahd’ of London have 
ressd by exchaiinge of N A. mercer of the same cite xx li stg whiche 
twenty p(jnde stg to he payd to the said N or to the BRINGER OP 
THIS BYLL, in synxteii marte next coinyng for vi s viij cl stg. ix s. 
iiij. ci fllg. money ciiiiant in the said mait, and yf any defaut of payment 
he at the day in alle or any part yerot that I promyse to make good all 
costis and scathes that may grow therby for defaute off payment as well 
as the principal some hee this my furst and seconcle lettur of payoment, 
and hei to I ]>yncle me myn executors and alle my goodis whersocvei they 
may he ioande In wytnesse ulicmf I have written and sealyd this byll 
the X (lay of Marche Ao Dni M CCCC Ixxxij. 

Besides Ibis Bill of Exchange there are given several forms 
of the documents, which in modern language are called Promis- 
sory Notes. Most of these are made payable to the payee and 
his attorney, but one form given is this (p. 100) : — 

Byll op Paymbxt 

MemoraneP tins byll made the iiij. day of Jiihj in ye xix yere of the 
leigne of Kyng Edwaid the iiij heryth wytnesse yt we Ric Shirlee of 
London grocer and Thomas Sliiilee of London liabarcV owen unto 
W. ‘Warboys and John Benson of London hahard’ xxxviij s, ij d stg to 
be payd to the said W & J or to ether of them, to their eyeis, ther 
executors or to their ASSIGNES, ye furst day of Jiilij next comyng 
wythout ony delay, to the whiche payment wel and truly to bo made we 
Mncle us our eyers, executors and our assignes, and eche of us in the 
hoole In wytnesse wherof we set to oure seales the day and time 
afore rehersed. 

These common forms establish the fact that in the time 
of Edward lY., it was usual to draw Bills of Exchange in 
the form of Promissory Notes, and to make them payable to 
hearer ; and also that Promissory Notes payable to order ” or 
assigns” were in common use. There is no reason to 
suppose that they originated at that period ; on the contrary, as 
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they are given as common forms^ we may fairly conclude that 
they must have been long in nse ; but how long, it is imj^ossible 
to say. 

Mr. Lawson ^ also gives a cojDy of Bill of Exchange drawn in 
the form of a Promissory Note, in the time of Elizabeth : — 

“ Witnessetli this present bill of exchange, that I, Kobert Anderson, 
merchant of the city of Bristowe, doe owe unto Thomas Miin, merchant 
of the said city, the summe of 100 ducats ; I say an hundred duckets of 
currant monie of Spain, accompting after 11 rials of plate to the ducket ; 
to be paid unto the said Thomas Mun, or Ms assignes, within 10 daies 
next and ymmediately after the safe arrivall ot the good ship called the 
Gabriel of Bristowe to the port of S. Lucai in Anclalousia in Spaine, or 
any port of the discharge. And for the true paimcnt thereof, I, t!ie above 
named Kobert Anderson do bind me, my goods, my heires, executors, and 
assignes, firmly by these presents. In witnesse of the truth, I have caused 
two of these bills to be made (the which the one being ])aied, the other to 
be voide) and have put my firme and seale unto them, and delivred them 
as my deed in Bristowe, the 15th day of September, 1580, and in the 
31 yeere of our Soveraigne Queene Elizabeth her ]\hiiesties reigne.” 

From this it is clear tliat the custom of drawing Bills in the 
form of Promissory notes still continued; and also tliat these 
early Instruments of Credit were Deeds, or Specialties, and not 
mere parol contracts, as they are considered at present, and 
therefore they were valid without any consideration at all. ^ 

Now it has been shewn in the jireceding section, that the true 
Common Law doctrine was that the rule of law that a chose- In- 
action could not be assigned, w^as for the benefit of the Obligor, 
but that if he himself waived that protection of the law, and 
expressly consented that the obligation should be made assign- 
able, then such an obligation was assignable. Prom this it 
appears that negotiable Instruments of Credit of both forms, 
orders m[id. promises were in common use at least as far back as 
the time of Edward lY., and that they were assignable by 
Common Law. 

51. Considerable obscurity prevails as to the subsequent 
history of Negotiable Paper. The next writer on the subject 
is Gerard Malynes, a London merchant, who published his Lex 
3£erccitoriaiji 1622. It is remarkable that he expressly says 
that Bills Obligatory, or of Debt, which, as has been shown 
above, were in common use in London in the reign of 

* IJistory of BatihiiKj, p. S8. 
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Edward IV.j wet'e not used in England. In chapters 11, 12, 
and 13 he gives a full account of these bills, which were used 
by the merchants of Amsterdam, Hamburg, Middleborough, 
and other places, and explains their great utility ; but he says 
(p 71) — “The Common Law of England is directly against 
this course ; for they say there can be no alienation from one 
man to another of debts, because they are held choses-m-aetion^ 
and such whereof no property can pass by assignment or aliena- 
tion : ” so (p. Y3) — “ This laudable custom is not practised in 
England.” . 

Marius, the next writer of authority, in 1651, gives several 
forms of Bills of Exchange, all in the form of orders to pay. 
He takes no notice of the Bankers’ or Goldsmiths’ notes, 
which were certainly then in circulation, but at p. 6, he speaks 
of the custom of offering payment of an acceptance, by means 
of a “note on a Goldsmith.” These “notes,” or “cash 
notes,” as they were called, were the origin of the modern 
Cheque.^ 

Though Marius does not notice Promissory Notes there is 
abundant evidence, soon after his time that they were in common 
use. In 1680 an action^ was brought upon a sealed note pay- 
able to bearer, and its legality 'was fully recognized. The Court 
said — “ When a merchant promises to pay to “ the bearer ” of 
the note, any one that brings the note shall be paid ” ; and 
Jones, J., said — “ The custom of merchants made that good.” 
In another case® in 1681, the bearer of a Bill of Exchange pay- 
able to bearer was held entitled to receive on proving considera- 
tion. In 1696,^ a Promissory Note payable on demand, was 
declared upon as a Bill of Exchange, and Tbebt, C. J., fully 
recognized it as such, and said it was legal. In 1693, a Pro- 
missory Note was declared upon as a Billa or and 

within the custom of merchants, and the declaration was held 
good.^ And the same was held in other cases.® 

Thus the existence of these documents, and their use among 
merchants, was distinctly recognized, and sanctioned by these 
decisions, which were in perfect harmony with the uniform 

^ Grant t VavgJian, 3 Bixrr , 1616 Tate v Hilhert^ % Ves . Jim , HI. 

S iShelden v. Hentley^ 2 SlioTt., 1601 ® Hinton's case, 2 Show., 236, 

^ Bromwicli v. Lhgd, 2 Lutw , 1583. & WilUams v, Witham, Carth., ^269. 

® ’Pear&on v. Gmrett, Comh,, 227 Lamheit v Oalces, 1 Ld. Eapii., 443, 
Carter v Fahnp', 12 Mod,, 380 
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tenor of tbe former decisions^ above quoted^ as to the assign- 
ability of ehoses-in-aetion^ -when made assignable by the Obligor 
himself. But soon a strange conflict of decision took place^ and 
a warm dispute arose between the City and the Court of King's 
Bench presided over by Lord Holt. 

In a series of cases ^ it was held that the “bearer” had no 
right of action against the acceptor or maker, of a Bill or Kote 
payable to bearer — that Promissory Notes were not within the 
custom of merchants — and that they could not be declared upon 
as Bills of. Exchange. In the last case mentioned above, Lord 
Holt expressed himself very strongly against Piomissory Notes 
payable to bearer, which he said.were only an invention of the 
goldsmiths in Lombard Street. The Chief Justice had a con- 
ference with some eminent merchants in the City, who told him 
that such notes had been in common use for about 30 years, and 
were looked upon, and transferred by indorsement, as Bills 
of Exchange. The Court, however, decided against them. In 
consequence of these decisions, the Act, Stat. 1704, c. 9, was 
passed, placing Promissory Notes in all respects on the same 
footing as inland Bills of Exchange. 

How the strange facts are to be accounted for — that Bills of 
Exchange in the form of Promissory Notes payable to bearer, 
and Bills of Payment, or Notes payable to assigns, or order, 
were in common use in London, in the 15 th and 16th centuries, 
and then had totally disappeai'ed at the beginning of the 17th 
century, and reappeared at its close, but were supposed to be 
then a new species of document, so that their former use wm not 
known — it is not easy to say. 

52. We must also especially remark that the name of Promis- 
sory Notes seems only to have been finally adopted for these 
Instruments since the Statute of Anne. Before that time they 
were called Bills of Payment, Bills of Debt, Bills of Credit, 
Bills Obligatory; Bank Notes were called Bank Bills. In the 
Act establishing the Bank of England its Notes are termed 
“Bills of Credit ” and “Bills Obligatory.” In one case* a ‘note 

^ Rodge y. Sfev^ard, 1 Salh , 125 , Jlorton y. Coggs, 3 Lev , 299, m 1691 ; Richohon 
V. JSedgeimRc, 1 Lcl. Raym , 180, 1698; Cogg's Case, Comb., 466, in 1699; Carter v. 
Palmer y 12 Mod., 389, in 1701; Chile y. Meutin, 2 Ld. Eaym., 757; Gulfing y. 
Williams^ 2 Ld, Baym , 825, in 1703 ; and Bdle) v. Cups, 6 29, in 170i. 

2 (, Elboiovglu 3 Keb. 765 
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for the payment of money is termed an inland bill by the Court. 
In another case ^ two goldsmith’s or banker’s notes were declared 
upon as Bills of Exchange, and they are called bills ” through- 
out the case. Again, it is sakP — “If a merchant’s apprentice 
draws a Mil (as ‘ I do promise to pay such a sum for my master ’) 
to charge the master with this oioteP So in several cases ^ Bank 
l^otes are called bills. In many parts of the country at the 
present day bank notes are always called bank bills, and the term 
bank states would not be understood. 

The common opinion therefore that Promissory Motes are not 
transferable at Common Law, and that they were unknown to 
Commercial usage, until comparatively recent times, dating only 
from the end of the 17 th century, is entirely erroneous both in 
Law and Fact. Obligations in both forms were equally called 
Bills and Motes, and are equally valid at Common Law Won 
Jigurd lltterarum seel oratlone quam expnmiint litterm ohli- 
gamui\ ^ A Bill of Exchange in former times meant nothing 
more than an obligation to pay the value of a certain amount 
of the money of one country in the money of another, at a 
certain rate of exchange; and it was perfectly common to* 
draw the obligation in the form either of an Obder or of a 
PaoiinsE; and both forms were perfectly valid When the 
obligation was to pay in the money of this country it was called 
an Inland Bill, whether its form was that of an Order or a 
Promise. The words JBilla or Wota mean nothing moie than a 
writing. 

Since, however, the series of erroneous decisions in the King’s 
Bench which gave rise to the statute of Anne, the word Bill 
has been restricted to Orders to pay; and the word Mote to 
Promises to pay. 

Hence in reading old cases and books it must be observed 
that the words Bill or Mote were used synonymously to denote 
any written obligation : in modern cases and books they are used 
to mark the distinction between Orders to pay and Promises 
to pay. 

One great establishment still keeps up the old hybrid form of 

^ IliM V, Ze/fJs, 1 Salk, 131. ® Boulton v. Sdlesden, Comk., 450. 

® AmnymouB, 1 Ltl, Raymond, 738. Bialiohon v Sedgicich, 1 Ld Eaym , 180. 
BanJi-qf England v, JSfemman^ 12 Mod.. 241. Anonymous 1 Salk., 125. Lambert v. 

1 Ld., Baym,, 443. 


Ihgcst^ xliv , 7 . 37. 
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the obligation in a species of paper it issues ; the following is 
the form of a 

Bank of England Post Bill. 

No. London^ 18 

At m'oen days^ sight I ^promise to pay this my sola Bill of 

Exchange to or order 

One Hundked — sterling value receioed of 

For the Governor and Company of 
£ One Hundeed. the Bank of England. 

EnUt. 


On Bills of Exchange and Peomissoey Notes. 

53. In its most general form, a Bill of Exchange is a letter 
from a Creditor to his Debtor, Ord eking him to pay — ^first, a 
certain sum of money ; secondly, to a certain person ; thirdly, 
at a certain event. The usual form is this : — 

£287 : 15 : 8 London^ May 

Three months after date., pay to myself {or A. B.)^ 
or order., the sum of Tioo Hundred and eighty -seven pounds 
fifteen sMUmgs and eight pence., value received. 

To Mr. John Cox^ , William Smith. 

Linendraper., 

Strand^ Bondon, 

The person who addresses the letter is termed the Drawer / 
the person to whom it is addressed is called the Drawee ; and 
the person to whom it is to be paid is called the Payee. 

It is the payee’s business, on the iirst convenient opportunity 
after he has received the letter, to present it to the drawee, to 
know if he will pay it ; if he consents to do so, it is usual for 
him to write his name, with the word accepted ” across the 
face of the bill ; he is then called the Acceptor. 

The drawer may make the bill payable either to a third 
person, or to his order, or to himself, or to his own order. If it 
be made payable to a third person only, or to the drawer himself 
only, without inserting the words “ or order,” the bill can only 
be paid to the person named, and cannot be transferred to any 
one else, or cannot be negotiated^ as it is termed. 
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If tbe words or order ” are inserted after the payee’s name, 
he can transfer it to any one else. This is done by writing his 
name on the back of the bill ; hence it is called an Indorsement : 
the person who does it is called the Indorser^ and the person to 
whom it is deiiveied is called the Indorsee, 

The indorsee may, if he pleases, indorse it again to some one 
else, and if he make it payable to that person only, it is called a 
special indorsement, and can only be paid to him ; bnt if he 
delivers it over with his own name only written on the back, it 
is called a indorsement, or an indorsement in hlanh. Its 
effect is that it makes the bill transferable by mere delivery, 
without any fiirtlier indorsement, exactly like a bank note or 
money ; and the bill is then payable to hearer like a bank note. 

Formerly indorsement was m all cases oieeessary to transfer 
the property in a bill or note. But this lias long ceased to be 
the case in English law. It became the custom of merchants in 
England, which has long acquired the forpe of law, that any 
instrument of credit indorsed in blank, may be transferred by 
simple delivery, without any fuither indorsement. 

It is still, however, the custom to indorse them on a transfer ; 
at least there are very fc'w persons who would take them without 
indorsement. And the effect of the indorsement is this: that if 
the bill be not paid by tbe acceptor at maturity, and if the 
oi\mer, or holder,^ of it gives immediate notice to any, or ail, of 
the preceding parties to it, he has a right to enforce payment of 
it from them. 

But this demand for payment must be made without delay, in 
almost all cases within twenty-four hours after the fact of non- 
payment is known to the holder. If delay he made in notifying 
tbe fact, and demanding payment from the parties liable, they 
are absolved, and the holder’s remedy is gone. 

Thus in modern jDractice the indorsement is merely a limited 
warranty of soundness. There is no other difference between 
buying goods or money with a bill, with or without an indorse- 
ment, than between buying any other article such as a horse, a 
watch, or a carriage, with or without a limited warranty. It is 
in ail cases a sale. In the case of a bill taken without an 
indorsement, or a horse bought without a warranty, the sale is 
final and conclusive ; in the case of a^biil taken with an indorse- 
ment, or a, horse bought with a warranty, the sale may bo 
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cancelled^ if the defect be discovered, -and the demand made 
within the time limited, otherwise it is also final and conclusive* 

The general rule of English law is* now, that if any instrument 
of Credit whatever, whether it be a Bank N'ote, or a Bill of 
Exchange, be taken in exchange for goods or money in any 
transaction without indorsement, or if the period allowed for 
making a claim be suffered to elapse, it is a final closing of that 
transaction, and the receiver has no remedy against the trans- 
feror, if the instrument be not paid. The payment is, in fact, 
in all respects, as valid and final as if it were money. 

Except only in the case of fraud, where the payer knew that 
the banker or person whose note or bill he tendered, was bank- 
rupt or insolvent. 

It is usual, in English Bills, to insert the words value 
received,” but it is not necessary. In former times it was 
necessary to state what the debt arose from, whether money or 
goods. But this has long fallen into disuse in this country. 

A Promissory jSTote is an absolute promise to pay (1) a certain 
sum of money (2) to a certain person, (3) at a certain time : it 
is usually expressed thus — 

£143 : 4 : 9. London, May Uh, 18'72. 

Three months after date, I promise to pay LoJui Stiles^ 
or order, the sum of One hundred and forty -three poitnds four 
shiUlngs and nine pence, for value receioed, 

Timothy Ctiubons. 

In this case, Timothy Gibbons is called the 3Xaher of the 
note, and John Stiles the Payee, 

Promissory notes, of all sorts, including Bank of England 
notes, as well as the notes of private bankers and merchants, 
were all placed exactly on the same footing as inland bills of 
exchange by the Acts, Stat. 1694, c. 20, s. 29; and Stat. 1704, 
0 . 8, that is, they were ail made tranferable by indorsement on 
each separate transfer. 

In the case however of bank notes (by which, in law, is always 
meant Bank of England notes), as these were always' payable on 
demand, and the payment was quite secure, the practice of in- 
dorsement soon fell into disuse, and they passed from hand to 
hand like money. In the case of private bankers of great 
name, the indorsement was often omitted. But, though the 
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ceremony of indorsement was often dispensed witli as super- 
fliioiis. it must be observed that in no way altered the character 
of the instrument, and the ••receiver of the note took it entirely 
at his own perilj and ran exactly the same risks as if he took any 
other instrument of credit without indorsement. 

54. If any readers of this work should happen to be acquainted 
with our Theory and Practice of Banking^ 2nd edit. 1 866, they 
may peihaps be greatly surprised to see that, though the facts 
and the system of credit given here, are the same as those set 
forth in that work, yet our statement of the Law of the subject is 
perfectly different now to what it was then. The explanation of 
this extraordinary difference is this; that in the former work we 
stated the Law according to the current doctiine which may be 
heard in Westminster Plall, in a special pleader’s chambeis, or in 
the common text books. But since that work was published, we 
were selected by the Royal Commissioners for the Digest of the 
Law to prepare the National Digest of the Law of Credit. In 
the iireparation of this great national work we could not 
rest satisfied with the loose, vague, ill-defiaed, notions floating 
about Westminster Hall It became necessaiy to trace every 
single principle through the whole course of Englisli Law to 
its very sources; and to reduce to absolute precision the shifting 
and conflicting doctiines in the various cases. It was also neces- 
sary to investigate thoroughly the Theory of Credit as developed 
in Roman Law. The result of this investigation was to shew 
that the common notions on the subject prevalent among English 
Lawyers, are completely erroneous both in fact and Law. Pages 
of our common text books must be scored, out. All that we find 
in them stated about the transfer of choses4n<ictlon being con- 
trary to the Common Law, and only adopted from the Law 
Merchant is pure rubbish, and must be consigned in futuie to the 
limbo of myths. We proved by a series of cases traced through 
500 }ears that in every case where a chose4n-action was 
originally created transferable by the consent of the obligor, 
the Courts of Law have invariably held that the transferee 
might sue the obligor in his own name. I'et such is the 
vitality of erroi*, that it is one of the stock dicta of West- 
minster Hall, that ehosesdn-actio^i are not assignable by Com- 
mon liaw. Not only was the seines of cases in which Lord Holt 
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refused to recognize Promissory I^otes as legal documents quite 
contrary to the principles which had been invariably followed 
for three centuries ; but Lord Mansfield expressly declared them 
to be founded on erroneous principles ; ^ and Lord Kenyon^ well 
known as a stickler for the strictest rigour of the Common Law, 
concurred in this o|)inion. The whole system of Bills and 1:^0 tes 
is strictly legal at Common Law. Moreover it was quite clear 
that the flimsy reason given by Lord Coke was quite inadequate 
to explain the case. The Law affecting the transfer of Credit is 
only an example of a very wide piincqfle of jurisprudence, 
founded on the very nature of things. Roman Law went through 
exactly the same phases as English Law is doing ; and it seems 
somewhat strange that the Law of the Romans, who were not a 
commercial peojfle, reached a much greater state of perfection 
than the Law of a great commercial people like the English. 
And the reason is that the Roman Law w^as worked out by a 
series of illustrious jurists with whom we have none to com- 
pare. Where is qur Gains, or our Modestinus, our Javolenus, 
our Ulpian, or our Papinian ? Alas ! we have none such. We 
have no philosophic jurists, only matchless legal practitioners. 

English law on the transfer of Credit is only a case of arrested 
development. Three-quarters of a century ago, Justice Bulier 
justly stigmatized the absurdity of having two conflicting 
systems of jurisprudence to decide the same mercantile case in 
the same country. We think that it may be of use to presiuit 
the principles of Law and Equity regarding the transfer of 
Credit as stated in our Digest. 

Commencement of the Digest of the Law of Credit, prepared 
for the Laio Digest Commissioners, 

'l. (1.) Credit, or Debt, in legal and commercial language 
means a Right of action against a person for a sum of money. 

Such a right is a choseAn-aciion, 

(2.) The person who owes the money is termed the Debtor; 
the person to whom it is owed is termed the Creditor, and 
sometimes the Debtee. 

2. At Common Law a creditor cannot transfer his debt, or 
right of action, to a third person without the consent of the 
1 Qmtn v,Y(tuylia7i^l Bla. 485. 
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debtor, so as-to enable the transferee to sue the debtor in his own 

name. 

y. But wlienever the debtor assents to the transfer of the 
debt, or chose4n~aGtion^ either orally, or in writing, the assign- 
ment of it by the creditor is irrevocable, a trust is created, and 
the assignee may sue the debtor in his own name. 

4. If the debtor does not consent to the transfer of the debt, 
or right of action, the transferee may sue him in the name of 
the transferor, and equity assumes that the transferor always 
gives him this permission. 

5. In Equity a creditor may transfer his debt, or right of 
.action, with or without the consent of his debtor. 

6. A written contract by which one person is bound to pay 
(1) a certain sum of money (2) to a certain (3) at a certain time, 
is termed an Obligation', or Secueity for Money, pr* a 
Valitable Secueity. 

Y. (1.) A written Oedee from one person to another who 
owes, or appears to owe, him money as a debtor, directing him to 
pay absolutely, and, at all events (1), a certain sum of money (2) 
to a certain person (3) at a certain time, is in modern language, 
termed a Bill of Exchange, or shortly a Bill. 

(2.) A wiitten Promise made by one person to pay absolutely 
and at all events (1) a certain sum of money (2) to a certain 
person (3) at a certain time, is, in modern language, termed a 
Peomissoey hToTE, or shortly a Note. 

8. A written Orbee addressed by one person to another who 
holds a fund, not as his own proper ty, but merely as the Agent, 
Bailee, Trustee, or Servant of the writer, to pay a sum of 
money, is termed a Draft, or Order, for the payment of 
money. 

9. A mere acknowledgment of a debt, not containing any jiro- 
mise to pay, is usually termed an I O XF. 

10. (1 ) A bill, note, or I O U, is always a chouAn-action^ 
that is it operates as a charge, or credit, against the person of 
the debtor. 

(2.) A draft, or order, is always a choBe-in-possession, and it 
operates as a charge, or credit, against the fund. 
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Section IIL 

On the Limits and Extinction of Credit. 

On the Limits of Credit. 

55. In the preceding sections we have clearly shewn that 
Credit is the* name of a species of Incorporeal Property, which 
is of the same nature as, but inferior in degree to, money ; and 
that it fulfils exactly the same functions as money as a Medium 
of Exchange, or Circulation: also that it is Property cumulative 
to money; that is, that it is over and above, or additional to, the 
quantity of money in use. In tlie following sections we shall 
exhibit the actual mechanism of the System of Credit, and shew 
how it is the great productive, or circulating, power of modern 
times. Cx’edit, in fact, is to money what steam is to water: and, 
like that power, while its use within proper limits is one of the 
most beneficial inventions ever devised by the ingenuity of man, 
its misuse by unskilful hands leads to the most fearful calamities. 
Credit, like steam, has its limits, and we have now to investigate 
the proper Limits of Ciedit, and the various methods by wiiioh 
it may be extinguished. Because by its very name and its very 
nature, it is always created with the express intention either of 
being, or of being capable of being, extinguished. It is Unex- 
TiNGuiSHED Credit which produces these terrible monetary 
cataclysms which scatter ruin and misery among nations. It is 
by the excessive creation of Credit that omT-production is 
brought about, which causes those terrible catastrophes called 
Commercial Crises : and the inability of Credit-shops to ex- 
tinguish the Credit they have created — commonly called the 
failures of Banks— is the cause of the most terrible social cala- 
mities of modern times. 

The true limits of Credit may be seen from the etymology of 
the word. Because all Credit is a Frondse to Fay somethmy in 
future. And that something,” whatever it be, is the Value 
of the promise. That something need not necessaiily be money. 
It is perfectly possible that it should be anything else. The 
practice of interest, or usury, was in force before the inveniioii 
of money. It might be a promise to do something. As an ex- 
ample of this, we may take a postage stamp, which is a promise 
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by the State to carry a letter. And this service is the value of 
the stamp. Now, it is quite clear, and to shew it, we have only 
to appeal to every one’s experience, that a postage stamp is a 
valuable thing. It passes currently as small change. Now, 
people take postage stamps as equivalent to pence, because they 
often wish to send letters by the post. The recent regulations 
that stamps shall be convertible into money at any post office, 
makes them in ail respects part of the currency of* the country. 
They are, in fact, Id. notes. 

Now the only real difficulty in the case, is to observe that the 
naked Promise to Pay ” is independent exchangeable property, 
quite distinct from the thing itself, and it may circulate, in com- 
merce, just the same as the thing itself. This may surpiise some 
readers at first, but, to shew its truth, they need only appeal to 
their own daily ex|)erience, where they see bank notes, cheques, 
and bills of exchange, circulating to the extent of hundreds of 
millions, and performing all the functions of money. We shall see 
below, that J. B. Say, whose doctrines of credit we shall examine 
in a future chapter, fully acknowledges that an instrument of cre- 
dit has an actual value, and may peiform the duties of money. 

But, of course, it is quite manifest that the Value of the 
promise is the Thing- itself^ and, consequently, if the thing itself 
fails, the promise has lost its value. This consideration, there- 
fore, at once indicates the limit of credit. Assuming credit to 
be, wffiat it is in its best known form in this country, the promise 
to pay money, it is quite clear that every future payment has a 
Fresent Value, Consequently, whenever the possession of money 
at any time is actually certain, the Eight to receive it is an 
exchangeable Property, which may be bought and sold. 

Commercial Credit, liowever, does not lest upon so solid a 
basis as the certainty of being in possession of money, for then 
it would be as safe as money itself, and losses would he unknown. 
It is based upon the expectation of receiving money at a certain 
time. A trader buys goods, and gives his promise to pay 
money, upon the reasonable expectation that he will be able to 
sell them for money before the bill becomes due; or, at least, 
that he will be in the possession of money before that time. 
That is, lie produces^ or brings and offers them for sale, in the 
hope that they wfiU be consimied^ or bought. If he brings for- 
ward for sale more of any species of goods than is suitable to 
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the circumstances of the time, so that they cannot be sold at all; 
or if they are obliged to be sold at a lower price than they cost, 
that is over-production. He must then pay his bills out of any 
other funds at his disposal, or sell other property to meet them? 
and, if he cannot do so, he is ruined. 

In times of great speculation and great fluctuations of prices, 
there is an exceeding danger of over-production by means of 
Credit, especially by that abuse of it called Accommodation 
Paper, which we shall describe hereafter. A new channel of 
trade is opened, perhaps, and the first to take advantage of it, 
make great profits. Multitudes of others, hearing of these great 
profits, rush in, all dealing on credit. The market is over- 
stocked, and prices tumble down, and the credit created to carry 
on these operations cannot be redeemed. Hot only are the 
speculators in many cases ruined, but also frequently the banks 
which created credit by discounting these bills. 

The institution of Banks and Bankers, who create Currency 
by means of their Credit, either in the form of Hotes, or 
Deposits, gives a great extension to the limits of Credit But, 
nevertheless, the ptrinciple of the limit remains the same. The 
increased quantity of Currency they can issue by means of their 
Credit, enables them to lower the rate of discount These 
banking Debts take the place of money, and serve the purposes 
of money for all internal transactions. When a banker has 
created these Debts by buying commercial Debts, those who are 
indebted to the banker must obtain a suflSciency of money, or of 
other bankers’ notes, or of the banker’s own notes, to discharge 
their debt And if this be done, the Credit has been sound ; 
payment in all these forms, as we have seen already, being 
absolutely equivalent Hence we see that Credit is never 
excessive, no matter what its absolute quantity be, so long as it 
always returns into itself. 

On the ExTiNCTioiSi of Ceedit. 

56 . We have now to consider the various methods by which 
Credit may be extinguished. Commercial Credit in this country 
is always expressed to be payable in money, but there are various 
other modes by which it may be extinguished. They are— 

I. By Payment in Money. 


2 L 2'' 
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How a Debt is extiiigaished by payment in money lias given 
rise to some subtle sj)eciilation. It has been alleged by some 
Theologians that a Right once created cannot be extinguished : 
and it has been said by some Lawyeis, that the Right being 
transferred to the debtor by tlie payment of the money, he 
cannot sue himself, and therefore the Debt is extinguished. 

Tills explanation, however, is not satisfactory, because in many 
cases a man can sue bimself; and, moreover, this would only 
show that the Right was in abeyance, not that it was extin- 
guished. The consideiations, however, we have presented will 
give a complete solution of the case. 

When a man has money, and has also the Duty to Pay a sum, 
that Duty to Pay is as o have seen a Negative Quantity. The 
Jiiglit to Demand tlie money in the person of the Creditor is a 
Positive Quantity. The Debtor then buys this Right to Demand 
from the Creditor with money , or gives money in exchange for 
it. Ey this means the Right to Demand and the Duty to Pay 
become vested in his own person. And as these are equal and 
opposite Quantities, they cancel each other, like + a and — a on 
the same side of an equation. They, theiefore, vanish together, 
and thus the Contract is extinguished. This vesting of the 
Right to Demand and the Duty to pay in the same person was 
called Confusio in Roman Law.^ 

II. By Acceptilation^ or Release. 

When the Ci editor transfers his Right to the Debtor as a 
gift : in this case as before, the Right to demand and the Duty to 
pay become vested in the same person ; they cancel each other, 
and the contract is extinguished. 

A Credit or Right of action being a chattel may be the subject 
of a Gift, a Sale, or transfer like any other. If presented to the 
Debtor it is exactly equivalent to the gift of so much money. 

Digest^l,^ 17, 115 — Qiii obligatione liberatiir videtiir cepisse 
quid. 

Mtisil,^ ii, 3, 115 — h IXevdepovfxevOQ ivo^fjc cokei tl elXrjipevai, 
which may be rendered thus — 27ie Helease from a Debt is 
increase of Wealth, 

The release from a Debt is always classed as a Donation in 
Roman Law. ® 

i Digest xlvi , 1 : 71, 

® GmuB m., 169. Insttr, Just , id., 30-1. Digest xlvi , 4 

® Ortolan, Explimtion Sistorigue des lustitifts. Just Liv. u., tit, 7 § 543, 557. 
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So De Savigny says ^ A simple contract, or the Helease of 
a Debt, may betiie subject of a donation,” So again" — ^^Tbe 
increase of wealth may result from ... a ciedit given to 
the debtor, or the release of a debt.” And again ^ The i eiease 
of a debt always constitutes a gift equal to the amount of the 
debt, even though the debtor be insolvent ” 

The release of a debt may be considered to take effect in two 
ways. Either as the Ci editor agreeing to destroy liis Eight, 
and then, of course, if the Right is destroyed, the Duty is also 
destioyed along with it: or else as the gift, or transfer, by the 
Creditor of his Right to tlie Debtor; and tlieii the contract is 
extinguished by tlie Right and the Duty being vested in the same 
person. The practical result, of course, is tlie same whichever 
waiy we rcgvxid it But we consider the lattei way to be tlie 
more philosophical, and more in harmony with the rest of the 
subject. We shall theiefore always consider the release of 
<a debt to be tlie gilt by the Ci editor of his Riglit to the 
Debtor. 

This principle will be found to be of great importance in our 
modern system of Joint Stock Banking, as will be shewn lieie- 
after. 

III. By I^ovatlon * or Renewal, which takes place either when 

1. The Obligation is renewed by the same person. 

2. Where the Debtor transfers to his C-reditor an Obligation 
due to biin from one else. If the new Debtor expie'^sly consem 
ted to the transfer it wnis called a Belegat^o, or Assignment : 
and in this case the Assignor was released fiom liis debt to the 
Assignee, unless it stipulated that he remained bound as a 
surety. 

The modern system of Bank Rotes and Clieqiies is an example 
of the extinguishment of a Debt liy Womtion, Wherever a 
Debtor pays his Ci editor by means of these instruments of 
credit, the Creditor agrees to receive the banker as Ins debtor, 
and tlie Assignor is discharged by Nomtlon^ and the banker 
becomes delegutus to the transferee. 

This operation is also known in commerce by the name of 

An Exchange,” when effected by persons living in different 
places. A person Ih ing in one country may bo Debtor to one 
1 TrmU (U dunt Eommn. Lh h., ch 3, § 142. ^ ® Ihid , § 155. 

s Ihul, § 166. 8m aUo ante, 2^* 
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person living in another country, and Creditor to another. He 
may pay his Creditor by sending him an order on his Debtor, 
and thus the Obligation is extinguished. The mass of reciprocal 
transactions of this nature which take place between different 
countries is called the Foreign Exchanges: a subject we shall 
have to investigate fully hereafter. 

This Novation was also called Transfusio, 

IV. By Compensation ^ or Set Off. 

If two persons were mutually indebted to each other, each 
might claim that the debt he had to receive should be set off 
against, or taken as payment of, the debt he had to pay. If 
the mutual debts, therefore were equal, each was taken as the 
payment of the other, and the two parties were released by set 
off. If one debt were greater that the other, a payment m money 
only of the balance was necessary. 

This principle of Compeiisation^ or set off, has attained enor- 
mous importance in the modern system of Credit, of which we 
may give as examples. 

1. Suppose a banker who issues notes holds a merchant’s ac- 
ceptance. Suppose that the merchant holds an equal amount ot 
the banker’s notes. Then the bankea.’ has the Right to Demand 
payment of the acceptance, and he has the Duty to pay his own 
notes. The mei'chant has the Right to Demand payment of the 
notes, and also the Duty to Pay his own acceptance. When the 
acceptance becomes due the banker demands payment of it from 
the merchant. At the same time the merchant demands pay- 
ment of his notes from the banker. The merchant then pays his 
acceptance by transferring his own notes to the banker. The 
banker pays his notes by transferring his own acceptance to the 
merchant. Each of them, then, has vested in his own person 
the Right to Demand and the Duty to Pay. These opposite 
Quantities cancel each other, and the two Contkacts are thus 
extinguished. 

2. The first great example of this that we are aware of is that 
mentioned by Boisguillebert. ^ The French merchants finding 
it very inconvenient always to have to pay their bills in money 
agreed to make them payable at the fair of Lyons. When this 
fair took place they met and adjusted their claims against each 
other by compensation^ or set off; and by this means says 

^ Digist XTi., 2 : 1, 2, 3. ® Dissertationomr la JlfatiirQ des UlcIiesseSf ck. ii, 
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Boisguillebert, a commerce of 80 millions was settled without 
any money at all. 

3, An example of this, on a greater scale, is the Clearing 
House of London, in which during the last year, Credit to the 
amount of £5,359,272,000 was adjusted and extinguished by 
Com}}ensation without the payment of any money. There are 
besides many other Clearing Houses in the country. 

Thus we see what a prodigious extension to the System of 
Credit, the means of extinguishing Credit by other means than 
payment in money gives. And having now explained how 
Credit is created, exchanged or sold, and extinguished, we shall 
now exhibit the mechanism of the great System of Credit. 

57. The system of Credit is divided into two great branches, 
Commercial Credit and Banking Credit. In the first, merchants 
buy commodities by means of Credit payable at a ceitain time 
after date. The second is where bankers buy these Commercial 
Ci'edits by creating Credits of their own payable on demand. 
These two departments of Credit are perfectly distinct. Com- 
mercial Credit is always created terminable at a fixed time, and 
is always intended to be extinguished at that time. Banking 
Credit is always created payable on demand, and must be capable 
of being paid, if demanded. But it is not intended to be extin- 
guished ; on the contrary, it is created with the hope and the 
expectation that it will not he extinguished, but that it will 
continue in existence and do duty as money. There is no 
necessity that it ever should be extinguished. It may be trans- 
ferred from one account to another in the same bank, and from 
one bank to another to the end of time. It is perfectly possible 
that much of the Banking Credit which exists at the present 
day may have been originally created by the very first banks 
founded in this country ; and there is no necessary reason why 
it should not continue to the end of time. Money is a very 
expensive machine to purchase and to keep up. But Banking 
Credits cost nothing to create, and they may be absolutely 
indestructible. 

The two departments of Credit are perfectly distinct, are 
governed by different principles, and are in some respects 
antagonistic to each other. The same persons should never 
carry on both ; that is, great bankers should not be merchants, 
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and great merchants should not be bankers. For the duty of a 
banker is frequently contrary to the interest of a merchant. By 
a curious custom^ professional bankeis are excluded from the 
Directorate of the Bank of England, which is entirely composed 
of merchants; and in former times the Directors, wlio of course 
sympathized with the commercial community, often pursued a 
very mistaken policy as bankers, which produced many 
calamities. 
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Section IY. 

On Commercial Credit. 

On Credit based upon Simultaneous Transfers of Com- 
modities — Credit created for the purpose of forming 
A Kew Product. 

On the System of Credit based iqyon Simultaneous 
Transfers of Commodities. 

58. Goods or coiDniodities^ in the ordinary course of busiiiessj 
pass tlirougli the following hands: — 1st, the foreign importer ; 
2 ndly 5 the wholesale dealer; 3rdly, the retail dealer; 4thly, the 
customer or consumer. To the first three of these persons these 
goods are Capitalj because they imjiort, manufactiirej or buy 
them, for the sake of selling them with a profit; tlie fourth bays 
them for the sake of use, or enjoyment. Tbe]>rice the ultimate 
consumer must ])ay for them, must evidently be sufficient to 
reimburse the original expense of production, together with the 
profits of the three succeeding opeiations. 

Now, leaving out of the question at present, bow the importer 
of the goods gains possession of them, wdiieli concerns the 
foreign trade of the country, which we do not touch upon here, — 
if he sells the goods to the wholesale dealer for ready money, he 
can, of course, immediately import, or produce, a further siqjply 
of goods in the room of those he has disposed of. In a similar 
way the wholesale dealer sells to the retail dealer, and if he were 
paid in ready money, he might immediately effect further pur- 
chases from the merchant to supply the place of the goods he 
had sold. So also if the retail dealer were always paid in ready 
money by his customer, he might replace the part of his stock 
that was sold; and so if ever} body liad always ready money at 
command, the stream of circulation, or production, might go on 
uninteiTiiptedly, as fiist as consumption, or demand, might allow. 

Thk, however, is not the case. Few, or no persons have 
always ready money at command for what they require. Very 
few traders can commence with enough ready money to pay for 
all their purchases ; and if the stream of circulation, or produc- 
tion, were to stop until the customer had paid for the goods in 
money, it would be vastly diminished. 
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NToWj let us suppose that the merchant, having confidence in 
the character of the wholesale dealer, agrees to sell the goods to 
him, but not to demand money for them till a certain period 
afterwards. Ho acoordhigly parts with the propei’ty of the 
goods to the v/bolesale dealer, exactly as if he had been paid in 
money, and receives in return the hight to umiAKu payment 
some time after date. Now the very same circulation of goods 
has taken place as would have been caused by money. Tlie only 
difference is, that the actual payment is postponed, and for this 
the merchant charges a certain piuce. This debt may be 
recorded in two ways : it may either be simply recorded in the 
merchant’s books, or else in a Bill of Exchange. But it is quite 
clear that the property is absolutely the same in whichever form 
it is, though one form may have more conveniences than the otlier. 

In a simibr manner, the wholesale dealer may sell for Credit 
to the retail dealer, and this Debt may be recorded in two forms, 
like the iirst, either as a Book-debt or in a Bill of Exchange. 
As in the former case, the same circulation, or production, has 
been caused by Credit, as by money. Lastly, the retail dealer, 
may sell to bis customer on Credit, and this Debt may also he 
recoided in two forms, either a Book-debt or in a Bill of Ex- 
change. In this latter ca^e the debt is very seldom embodied 
in a Bill of Exchange, it most frequently rests as a book-debt. 
But in this case, as well as in the former ones, Credit has had 
precisely the same effect as money in circulating goods. Hence 
we see that Credit has had precisely the same effect as money 
in circulating the goods from the merchant to the consumer. 
Moreover, we see that the passage of the goods through 
these Venious hands has generated a Debt at each transfer. 
Supposing the merchant sold the goods for a Debt of £100 to 
the wholesale dealer, the wholesale dealer would probably sell 
them for a Debt of £140 to the retail dealer, and the retail 
dealer would sell them to different customers for Debts not 
less probably in the whole than £200. Hence we see that 
the successive transfers of the same goods have generated -debts 
to the amount of £440: thereby exemplifying the distinction 
we have already pointed out between Credit and T3iils of 
Lading j because, if the goods had passed through twenty 
hands, the same Bill of I-ading would always have accompanied 
them. 
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Now tlie Debt for wliich the merchant sold the goods to the 
wholesale dealer is no doubt valuable property to him, because 
he knows it will be paid in time. It may, moreover, be ex- 
changed for anything else, like any other property, if any one 
will take it. But it is of no immediate use for what the 
merchant or manufacturer probably wants at the time, namely, 
money to buy more goods, or to pay wages, (&c. Moreover, 
though he may be quite satisfied as to the safety of the debt, 
from his knowledge of his customer, it does not follow that 
others who don’t know him will. Consequently such a Debt 
would not be well adapted for general circulation, and therefore 
it would be of no use towards further production. In a similar 
way the Debt for which the wholesale dealer sold the goods to 
the retail dealer, would not be well adapted for general circu- 
lation, and therefore %ould not conduce iurther to production. 
The Debts due by customers to retail dealers, seldom do conduce 
to further production, because they are most frequently merely 
in the form of book debts. 

Now, the merchant would probably sell to a great number of 
wholesale dealers wdiose debts wmiild fall due at difierent times, 
and therefore a certain stream of money would always be com- 
ing in to enable him to continue production. Similarly the 
wholesale dealer would sell to a great variety of retail dealers, 
whose debts would fall due at different j)eriods, and so a certain 
stream of money wmuld always be coming m to enable him to 
continue production. Similarly, the retail dealer sells to a great 
variety of customers, a great many of whom pay him ready 
money at the time of the purchase, as casual buyers, and his 
customers too, pay him money, by w^hich he can continue to 
make purchases and keep up the stream of production. And 
therefore, this would greatly facilitate circulation, or production. 

Credit, so far even as this, wmuld be of great assistance to 
production, and the vast amount of it generated in this manner 
would be valuable projiierty to its owners. But it is manifest 
that it -would be of no furtlier immediate use to them. It 
might therefore be aptly compared to so much dead stock. The 
next grand improvement would he to make this dead stock 
negotiable, or exchangeable. The next great step is to make 
the Debts themselves saleable commodities; to sell them either 
for ready money, or for other Debts of more convenient amount. 
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ancl immediately exchangeable for money on demand, and there- 
fore equivalent to money. 

Tlieie are two classes of traders whose especial business is to 
buy these commeicial Debts, and so to give activity and circu- 
lation to tills enoimous mass of valuable propeity, and to 
convert it fiom dead stock into further productive power. The 
first class of these tiadeis are called Bill Discountehs, L e.^ 
buyers of chhtsj they buy these Debts with money. The second 
class are called BAmcEus ^ and they buy these commercial Debts, 
by creating other Debts pa} able on demand. 

Banks, then, as lar as regards our present subject, are shops 
opened for the purpose ot bu}ing these commercial Debts. The 
merchant duiws a bdl upon tlie wholesale dealer, who accepts it, 
and thus becomes tlie piincipal clebtoi on tbe bill. The mei chant 
then takes the bill for sale, or discountf as it is tcclmically 
termed, to his banker. It is usual to make bills payable to the 
draiver, or his order, which is signified by writing bis name 
on the back of the bill. The merchant, therefore, writes his 
name on the back of the bill, and sells it to the banker, and this 
operation is termed I^^dohsing the bill. But the indorsement 
has another eifect besides merely assigning over tlie debt to the 
banker, for, unless specially guarded against, it makes him a 
surety for the payment of the bill, in case the acceptor does not 
pay it. The efibet therefore, of the indorsement, is a Sale of the 
Debt, and a warranty of its soundness. But this warranty is not 
an absolute one, but only a limited one, as has been explained 
above. The banker, therefore, buys this Debt with a limited 
warranty of soundness, by creating another Credit, either as in 
former times, by gi\ ing the merchant the amount, less the dis- 
count in his own Notes, wliich some banks are permitted to do 
now, or else by wiiting down a similar amount to the credit of 
his account, which Credit is called a Deposit, and gives the 
merchant power to draw upon him at pleasure, and at demand. 
Thus we sec that the Banker has bought one Debt, which is 
valuable property, by creating another Debt, which is also 
valuable property, and is equivalent to ready money to tbe 
merchant. And we must particularly observe that this is not 
a cancolmcnt of debts, as many suppose, but an exihcmge of 
valuable property. 

The mei'chant has, however, a great many other similar Debts, 
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because be lias sold to a great many wholesale dealers, and he 
will piobably want to sell these in a similar way to his banker. 
The merchant will, therefore, indorse each of them over to his 
banker, theieby making each of the acceptors the piincipai 
debtor to the banker, but at tlie same time becoming himself 
responsible if any of them fail to pay his debt. If, theiefore, 
the banker discounts the bills of 20 acceptors, he will have 20 
principal debtois, who are each of them bound, under the penalty 
of commercial ruin, to pay their debts when they aie due. The 
merchant, however, is surety for each of them, and as it may 
happen that out of so many, some may make default, the banker 
usually stipulates that the merchant shall leave a certain amount 
of deposit on his account by way of additional security. If any 
acceptor then make default, the banker immediately debits the 
account of his customer with tlie amount, and gives him back 
the bill. Thus, to a ceitain extent, the banker always keeps the 
means of paying himself in his own hands, besides having his 
customer’s name on the bill, which makes his wlicle estate liable; 
and, even should liis customer fail, lie letains the right to 
have his debt paid out of the estates of ]>oth the principal and 
surety. 

The wholesale dealer has given his acceptance for the goods, 
and he sells them to the retail dealer, and takes his acceptance 
for them. In a similar manner he wishes to sell this debt to his 
banker, and so convert it into productive capital. A similar 
transaction takes place as in the former case. The wholesale 
dealer sells the debt of the retail dealer, and becomes himself 
surety for its payment to his banker. The banker also buys 
this debt by creating another debt payable on demand, which is 
equivalent to ready money. 

The retail dealer may also draw upon his customers, though 
this is comparatively rare, because customers are generally 
beyond the pale of commercial law. 

By these means we see that the dead stock of commercial 
Debts is converted into Productive Capital. The inercha^ and 
the wholesale dealer, have now the full command of ready money 
for any purposes they require, and, can continue the stream of 
production without interruption, and as their hills fail due, all 
they have to do is to give an order on their banker. 

These are the fewest number of hands that goods in the 
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ordinary course of business pass tbrougb, and it is clear that, in 
their passage from the manufactarer to the customer, they will 
give rise to at least two bills, and sometimes three. They are 
all regular business bills, they originate from real traiisaotioiis, 
and they are what are called Real, or Value bills, and they are • 
what arise out of the regular and legitimate course of business, 
and are the great staple of what bankers purchase. It is a very 
prevalent belief among commercial men, that business bills are 
essentially safe, because they are based upon real transactions, 
and always represent property. But the foregoing c6nsider- 
ations will dispel at once a considerable amount of the security 
supposed to reside in commercial bills on that account, because 
we have seen that in the most legitimate course of business, 
there will generally be two bills afloat, ^originating out of tbe 
transfers of any given amount of property, so that in the 
ordinary way there will be at least twice as many bills afloat as 
there is property to which they refer. 

We must refer to the next section, for an exposition of the 
mechanism of banking, shewing how the creation and exchange 
of Debts is made in modern commerce to perform tbe part of 
money. We will only observe here, that the manufacturer, 
the wholesale dealer, and the retail dealer, may all be customers 
of the same bank, and if they all have their bills discounted by 
it, it will purchase a whole series of debts arising out of tbe 
transfers of tbe same property. 

The above operations are only what arise in tbe ordinary 
course of business ; it may sometimes happen that property may 
change hands much more frequently, and at every transfer a 
bill may be created. Hence, when the credits are very long, 
and tbe transfers numerous, it is easy to imagine any number of 
bills being created by repeated transfers of the same property. 
In times of speculation, this is particularly tbe case. Now all 
these bills are technically commercial, or real bills, but it is 
evidently a delusion to suppose there is any security in them on 
that account. The fa^it is, that tbe whole misconception arises 
from an error in the meaning of the word “ represent.” A 
bill of lading does, as we have said above, represent property, 
and whoever has the bill of lading, actuaily has so much 
property. But a Bill of Exchange does not represent goods at 
all. It represents nothing but Deb% not even any specific money. 
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It is created as a substitute for money, to transfer property, but 
it does not represent it any more than money represents it. 
This was long ago pointed out by Mr. Thointon, in his Sssay 07i 
Paper Credit : — “ In order to justify the su])position that a real 
bill, as it is called, represents actual propeity, there ought to be 
some power in the bill-holder to pi event the proj^erty which the 
bill represents from lieing turned to other purposes than that of 
paying the bill in question. IKo such power exists ; neither the 
man who holds the bill, nor the man who discounted it, has any 
property in the specific goods for -uhich it was given.” This is 
perfectly manifest. It is both contrary to the law and the nature 
of Bills that they should be tied down to any specific goods. 
And it shews that the real security of the bill consists in the 
general ability of tlie parties to it to meet their engagements, 
and not in any S])ecific goods it is supposed to represent, the 
value of which is vague or illusory, and imiiossible to be 
asceitained by any one who holds or discounts it. 

The distinction between Bills of Lading and Bills of Exchange 
is of so subtle a nature, but is of such momentous consequence, 
that we may illustrate it still fuither. The preceding sections 
si lew that any given amount of pro})erty may, by rci'ieated trans- 
fers, give rise to any amount of bills, which are all ho7id Jide^ 
just for the same reason that every transfer would require a 
quantity of money equal to the pro])erty itself to transfer it. 
Then, even supposing the price remained the same at each 
transfer, it would require twenty times £20 to circulate pro- 
perty to the value of £20 twenty times. But also £20 by twenty 
transfers may circulate property to llie value of twenty times 
£20. So also a Bill of Exchange may represent tlie transfers of 
many times the amount of property expressed on the face of it. 
This is the case whenever the bill is indorsed, or passed away 
for value; and the hill represents as many additional values 
expressed on the face of it as there are indorsenlents. Thus, let 
us suppose a real transaction between A and B. A draws upon B. 
That shews the bill has effected 07 ie transfer of property. A then 
buys something from 0. It is clear that C might draw upon A, 
in a similar way that A drew upon B. But instead of that, A may 
transfer the Bill on B, by indorsement. It has now efiected two 
transfers of property. In a similar way, C may buy from D, and 
in payment of the ])roperiy may indorse over the bill to D. The 
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bill then represents three transfers of propert)"-. In a similar 

way* it may ])ass through an unlimited number of hands, and 
will denote as many transfers of property. When C indorsed 
over the bill to D, he merely sold to him the debt which A had 
previously sold to him. Now that mignt be done, either by 
drawing a fresh bill on B, cancelling the first, or simply indors- 
ing over the bill he received from A. Hence we see that every 
indorsement is equivalent to a fiesh di awing. But if he draws 
a fresh bill on B, it will I’epresent nothing but B.’s debt to him ; 
whereas, if he indorses over the bill he received, it will represent 
B’s debt to A, A’s debt to C, and C’s debt to D, and, con» 
seqiienily, it will be much moie desiiable for D to receive a bill 
which leprcseiits the sum of so many previous transactions, and 
foi the payment of whicli so many parties are bound to the 
ivliole extent of their estates. Some fifty yeais ago, almost the 
entiie circulaiing medium of Lancashire consisted of Bills of 
Exchange, and they sometimes had as many as 150 indorsements 
upon them before they came to maturity. From this also we 
see that no true estimate can be formed of the effect of the bills 
of exchange in ciiculation, by the returns from the Stamp Office, 
as has sometimes been attempted to be done, as every fresh in- 
dorsement is in effect a new bill. So tliat the useful effect of a 
Bill of Excliange is indicated by the number of indorsements 
upon it, supposing that every transfer is accompanied by an in- 
dorsement, which is not always the case. We see here the 
fundamental difference between Bills of Lading and Bills of 
Exchange, because the indorsements on the former denote the 
number of transfers of the same property ; the indorsements on 
the latter denote the number of transfers of different property. 
Ten indorsements on a Bill of Lading shew that the same pro- 
perty has been transferred den times, but ten indorsements on 
a Bill of Exchange shew that eleven times the amount of pro- 
perty has been transferred once. 

We have shewn that the prices of all commodities are uni- 
versally governed by the Law of Supply and Demand at all 
times. If the supply be excessive, nothing can prevent the 
price from fallmg to any state of depression, until it becomes 
absolutely unsaleable. The commodity, therefore, will not pay 
the cost of its production, and unless those concerned in produc- 
ing it have independent capital to enable them to hold on until 
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tlie excessive supply is taken off, and save tliein from selling 
vdieii tile pi ice is luinously depressed, or to stand the losses, 
they will all tail. 

Almost all men in commerce are under obligations; that is, 
they acGe])t Bills of Exchange w hich must be paid at a fixed time, 
under the penalty of commercial ruin. To meet these obligations 
due by them, they have propeity of two sorts— 'Debts or Obliga- 
tions, due to them ; and, secondly, commodities. To meet their 
own obligations, they must sell one or other of these kinds of 
property. ^ Tliey must either sell their debts to their bankers, or 
they must sell their commodities in the maiket. While credit 
is good — that is, ■while bankers buy debts freely— -they can retain 
their commodities from the markets, and watch their own o])]»or- 
tunity of selling at a favourable moment. As their own obliga- 
tions fail due, tliey si^Ii to their bankers some of ^lie debts due to 
them. Thus, if credit wcie always good, they might go on 
for ever without the necessity of ever liaving a single piece of 
money paid into their account, or having any money at all be}ond 
what is necessaiy for theii petty daily transactions. But if 
credit receives a clieck, and tlie banker refuses to buy their 
debts, they must still meet their own obligations, under penalty 
of ruin. They are consequently obliged to throw their commo- 
dities on the maiket, and sell them at all hazards; the supply of 
them becomes excessive, and inevitably depresses the price. 
Traders who have capital enough of tlieir own to meet their 
engagements without discounting, are able to keep their com- 
modities back from the market, until, the extra supply being 
exhausted, prices rise again, from the natural operation of the 
demand. Bankers, we have shewn, always buy the Debts of 
tradeis by creating Debts of their own, which are called their 

issues,” and vhen bankers refuse to buy the Debts of traders, 
they are said to “ contract their issues.” Conse(|uently, a con- 
traction of issues, or of discounts, is generally followed by a fail 
ill prices. And this fall in ]>rices haj>pening ooincideh tally with 
a contraction of issues, is frequently supposed to be caused 
directly by the .diminished amount of currency compared to 
commodities, which is to a great extent eironeous, because it is 
in reality caused by the extra quantity of commodities, which 
a refusal to discount Debts causes to be thrown upon the 
market. 
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We see^ then,, how utterly inipossihle it is to ascertain the 
precise effect of the contraction of issues of banks upon prices, 
because the change is principally produced by the quantity of 
produce wliich tiaders are compelled to sell to meet their en- 
gagements, when the negotiability of their debts receives a 
check, and, of course, similar cu’cunistances not only compel 
traders to sell, but prevent others from buying. Consequently, 
the supply is gieatly increased, and* the demand greatly dimi- 
nished. If, however, the holders of one commodity are possessed 
of much independent capital, and are not compelled to realize to 
meet their engagements, a contraction of issues would not affect 
them much. On the other hand, if the holders of another com- 
modity were in general men who depended chiehy on credit, and 
were compelled to sell at a saciifice to meet their engagements, 
a sudden refusal to discount for them would cause an extra- 
ordinary quanlity of their produce to be thrown upon the 
market, and cause a ruinous depression of price.. 

It is the sudden failure of confidence and extinction of Credit 
which produces what is called in commercial language a 

pressure on the money market,” and wbich * causes money 
to be tight.” When money is said to be scarce, it does not 
mean that there is a smaller quantity of money actually in 
existence than before; tbeie may be more, or there may be 
less in the country ; no one can tell what the amount of mone^r 
in existence is; hut a great amount of Cuedit which serves 
as a substitute, and was an equivalent for money, is either 
destroyed altogether, or is suddenly struck with paralysis, as it 
were, and de[)rived of its negotiable power, and, therefore, 
practically useless, A vast amount of propeity is expelled from 
circulation, and money is suddenly called on to hli the void. 
When a new field of commercial adventure is found by sagacious 
discoverers, or a new market is suddenly thrown open by a 
change in the commercial policy of foreign nations, the -first 
adventurers usually reap enormous profits. As soon as this 
becomes known, a multitude of other speculators rush into the 
same field, excited by the profits reaped by the first. Numbers 
of merchants and traders purchase commodities on credit, that 
is, they incur obligations which they must discharge at a future 
day, in the hope that the returns will come in before the day of 
payment. But the immense quantity of goods poured in usually 
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gluts the market in a short time, and, from the excess of supply, 
prices tumble down often to nothing, so that the goods become 
unsaleable, and either no returns at all come in, or such as are 
quite inadequate to meet the outlay. When this occurs, it is 
called overirading^ and when this has been extensively practised^ 
it IS iiecessaiily and inevitably followed by a great destruction ot 
Credit, and a great demand for cas/i. Thus, credit is destroyed 
faster than operations can be reduced in proportion. Those 
traders who have not received the returns they counted upon to 
meet their engagements, must raise money on any terms, and 
perhaps sell what property they have, at any sacrifice, to save 
themselves from ruin. The effect of this will be that money, 
for which there is an intense demand, will rise greatly in value, 
that is, discount will rise very high. But as a necessary con- 
comitant of such a state of things, a great quantity of goods 
will be thrown upon the market, and their price will be enor- 
mously depiessed. These cii ciimstances v ill, therefore, produce 
a very high laite of discount, and rnmously low prices, which 
must continue until the excessive supply of goods is exhausted 
and confidence revived. In such cases as these, traders who 
have not sufficient capital of their own to meet their engage- 
ments, and hold on their goods until prices rise, will infallibly 
be ruined. Under such circumstances, the rate of discount beat s 
no relation whatever to tlie rate of profit. The use of ready 
money to persons who have overtraded, is of infinitely more 
consequence than the price they have to pay for it. It may be 
well worth their while to pay 15, or 20, or even 50 per cent, for 
the use of money for a temporary emergency, which may save 
them from ruin, and enable them to maintain their position. 

It is, therefore, not the scarcity of money, but the extinction 
of confidence, which produces a pressure on the money market; 
and an examination of all the great commercial crises in this 
country, will show that they have always been preceded and 
produced by a destruction of this Credit, which has usually been 
brought about by extiavagant overtrading and wild speculation. 

. The principle that the relation between supply and demand 
is the sole regulator of value, combined with the action of the 
credit s}^stem, will explain all the phenomena witnessed during 
a pressure on the money market. The failure of credit in any 
one branch of business will produce its full effect on the general 
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market rate of interest, beeanse that is regulated by the intensity 
of the demand for money from •u^hatevcr quarter it comes ; but 
it Will not necessarily follow that the market prices of all com- 
modities be dcqne^sed. The niaiket pi ice for each commo- 
dity will be governed entirely by its own peculiar ciicumstances.- 
If the holders of one commodity liave independent capital, and 
have prudently abstained from overtrading, the piice of such a 
commodity will not sniTer much, because the ratio of supply and 
demand 'will not be altered to any gieat extent, but it cannot 
help sympathising to a certain extent with other commodities. 
But if the holders of another species of commodity have 
o\Grtradod, and depended too much on credit, without sufficient 
means, they will necessarily be obliged to throw a great quantity 
of their juodnee on the maiket to icahze, and this excessive 
supply will depress the price And this effect will be increased 
because such are the very times wdien peisons who have ready 
money are particularly cautious in buying, partly because they 
always hope the market will fall still lower, and they hope to 
buy cheaper when prices have ffillen to a minimum, and they 
will certainly not buy more of any commodity tliau they can 
help, which is, diminishing in value; and partly because they 
must keep their ready money to maintain their own povsition. 
From these causes, not only is the supply increased, but the 
demand is diminished, so that the fail is doubly aggiavated. 
Thus, we see at once, that a falling market will always be well 
supplied, because people who must sell, liasten to do so before 
the ])rice falls still lower ; and buyers hold aloof, -waiting as 
long as they can, to see the lowest. On the other hand, when 
maikets are rising, the case is reversed. The sellers hold aloof, 
hoping the price will be still higher, and buyers crowd in, 
hastening to purcliase before the price lises more. A market 
that is desponding and inactive will usually continue so until 
people are persuaded that things are at the lowest, and are at 
the turn. It is evident that these considerations and observations 
apply to home produce, or at least to produce which is already 
ill this country, and -which’ can be thrown on the market 
immediately. In order to attract foreign produce, the market 
must rise high ibr a conffderabie time, with the appearance of 
continuing so. 

Considering that any bill whatever which is drawn against 
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hoiict fide produce is in commerce technically a real bill, it will 
be seen at once that their supposed security is greatly ex- 
aggerated, because any operation, however foolish and absurd, is 
a good basis for a real bill. In times of rapid changes in price, 
multitudes of bills will be generated by speculative purchasers, 
and when the price falls as lapidly as it lose, as it usually does, 
it is simply ocaapat extremimi scahies. Hence, losses, and very 
severe ones, too, are suie to happen in such times. But there is 
alwa}s at least this certainty with real bills. TUlieh persons 
have speculated unluckily and lost their fortunes, they are 
brought to a standstill. When a man has ruined himself by 
speculation, no banker out of Bedlam would advance lam more 
money to speculate with. Hence, ill-judged speculation must 
stop a man’s mischievous career in a comparatively short space 
of time, that is, whenevei he has lost the value of the goods he 
has been speculating with. We shall iind in the next section, 
unfoitimately, that tradeis have devised a metliod to extract 
funds from bankeis to speculate with, by which they can go on 
long after they have lost all they c\cr had, many times over, and 
adding loss to loss, until, perhaps, they may bring down their 
bankers, whom they duped and defrauded, as well as themselves. 
IVe have shewn, in the next section, that there are symptoms 
which will often indicate a commercial crisis. 

Oh Credit created for the purpose of being applied to the 
Forniiitlon of <f jSrcw) Product. 

51). The operations on Ci edit, whieli we have hitheito been 
considering, were all based on an anterior operation, or one in 
which an exchange of commodities was eilectid b} tlie creation 
and sale of the Credit, which Ciedit vas afterwards sold or ex- 
changed for another Credit. Su<h Credit is, tlierefoie, mani- 
festly limited by operations which have lieen made, and by 
commeicial exchanges. The number of bills cieated could by 
no possibility exceed the number of transieis of commodities, 
although they inigabbe greatly less, because, us we have seen, 
a single bill might be used to effect maiiy transfers of pro- 
perty. Ill all these cases, a Debt has been created, which was 
expected to be paid out of the proceeds of the sale of existing^ 
property. 
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But since Credit is, as we have shown, exchangeable property, 
and a substitute for money, it is clear that it may be applied as 
well as money to bring new prodncts into existence. The limits 
of it in this case will be exactly the same as those in the former 
case, namely, the power of the proceeds of the work to redeem 
the Credit. 

As an example of such a creation or formation of a product, 
we may take such a case as the follo-^ing: — Suppose the corpo- 
ration of a town wishes to build a market-hall, but has not the 
ready cash to buy the mateiials, and pay the builder’s and work- 
men’s wages. It may be a matter of certainty, that if the market 
were once built, the stalls in it would be taken up immediately, 
and the rents received from them would liquidate the debt 
incurred in erecting it. But, as the woikmen cannot wait until 
that qieriod, but leqiiire immediate cash to purchase necessaries, 
it is clear that, unless theie is some method of providing ready 
payment, they cannot be employed. In such a case, they might 
borrow money upon their own bonds, repayable at a future 
period. Now here we observe that these bonds are the creation 
of property. They are the right to demand a future payment, 
and ‘are valuable exchangeable property, which may be bought 
and sold like any thing else. In this case we observe there is an 
exchange. But the corporation need not borrow money. They 
might make their own obligations payable at a futurexlate. And 
if these were made small enough, and were readily received by 
the dealers in the town, they might be used in the payment of 
the workmen’s wages, and perform all the functions of a ciir- 
Tfiiicy, and be equivalent to money. Each of them is a new 
ItioitT created^ and valuable property which is exchangeable, 
and, therefore -wEAnTn by the definition. They would be quite 
as efficacious in pTodkicing^ or forming, the market-hall as real 
capital. And the market-hall itself would be capital, because it 
produces a profit. As the stalls were let, and rent received for 
them, the bonds might be redeemed, and the debt cleared offi 
It is said that many market-places have been built by adopting 
. such a plan. Tliis case shews the utter futility of the notion 
that Credit cannot be applied to the formation of products, and 
here we see it was not based on any anterior operation. 

This is an instance of tlie creation of a product by credit, and 
not merely the transfer of an existing product. The result to 
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the corporation would be precisely the same, whether they 
accomplished their object by borrowing real capital and paying 
interest for it, or by issuing bonds, beaiiiig interest, payable at 
fixed peiiods. In the one case, they would be liable to the full 
extent of their property to the persons from whom -they had 
borrowed on the money ; in the other, to those who held their 
bonds. If the operation was successful, its profits would in the 
first case pay the persons who had lent the money ; in the second, 
the profits would pay the persons who held the notes, and 
extinguish the liability of the corporation. If the operation 
were unsiiccessfu], the corporation would equally have to make 
good the loss out of their general effects, either to the lenders of 
the money, or to the holders of the notes. It would, therefore, 
be a matter of no consequence whatever to the corporation 
which way they adopted to accomplish tlie work ; but it would 
bo a matter of im])ortance to the town at large, because, if they 
borrowed real capital to do it, that would by so much diminish 
the fund of moving power applicable to other species of industry, 
and raise its price. It is clear, therefore, that the second method 
would be so mucli clear addition to the capital of the community, 
and would therefore be most advantageous for them. 

This second method of utilizing credit, from not being based 
upon 'real capital, is an instance of what is usually fictitious 
capital, a name of extreme inaccuracy, which too many persons 
are in the habit of using, from the liasty assumption that what 
is not Veal must necessarily be fictitious, and are more led away 
by a jingling antithesis of woids than an aecuiate perception of 
ideas. If the bonds issued by the cor})oration weie not redeem- 
able, and represented nothing, the epithet Jictltlons would be 
accurate. But such is far from being the case. In both cases 
it resolves itself into tlie Puesenx Value of if deferred paymejiL 
In the first instance, the obligation incuired by tlie corporation 
to the lenders of the money would not be limited to the specific 
capital they advanced, but would be a geneial charge on the 
whole properly of the eorporauon. The bonds issued in the 
second case would be precisely the same; they would confer 
upon the holders of them a general chaigo upon all the property 
of the corporation. .The security to tlie liohkTS of the corpora- 
tion’s obligations would be absolutely identical in either case. 
F the corporation spend the money, it is absolutely gone away 
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from them for ever, aud is no more a SBCurity to the holders of 
their notes than if it had never existed. In either case, then, it 
is the permanent property of the ^corporation which is the.real 
security of the holders of its notes; and they have the same 
general charge over it in both cases. It is, therefore, to the last 
degree inaccurate and untrue to distinguish one case by the 
term real capital, and to brand the other as fictitious. There is 
absolutely no distinction at all between the two cases, as far as 
regards the corporation and the holders of its obligations ; the 
profits and the losses aie identical in their effects in either case. 
The true difference is to the community at large, and the general 
fund of capital available for its use, and its only effect is to make 
capital somewhat cheaper than it would otherwise be ; and a 
judicious and successful employment of it eminently conduces to 
the national prosperity. 

The only advantage of the second method is that it makes 
capital more abundant, and sometimes might provide it when not 
otlierwise obtainable. If it were scarce, or otherwise occupied, 
it might not always be possible to obtain it. If nobody had 
money to lend, the second method might supply the want, and 
so long as it is practised by judicious persons, and used in pro- 
moting successful operations, it is a great blessing. Eut it is 
just on this very point that it is liable to the most dangerous 
abuse. If the corporation were limited to the use of real capital 
advanced by some independent person, lie would probably take 
into consideration the purpose to which it was to be applied, 
as well as the solvency of the corporation, and if he thought it 
injudicious, he would probably not advance it. There would 
therefore, be so far a check upon them, but if they were totally 
destitute of control, and could embark in any operation, by 
simply writing a few promises to pay” upon bits of paper, 
they may be led away into wild and dangerous speculations, 
deceived by false expectations of profit, and involve themselves 
and all who trust them in ruinous losses. Because, though these 
promises to pay did not represent real advances, and are there- 
foi-e inaccurately called fictitious capital, if they get into circula- 
tion, and people give value for them in commodities or services, 
a disastrous operation based upon them is just as much loss of 
ca])ital as if they had been real advances. 

We have thus shewn that in the production of commodities, 
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■\\iiicii term must be belrl by the imauiiiioiis consent of all 
modern ; Economists to include both the formation and the 
transfer of commodities. Credit performs exactly the same 
function as money ; so far, therefore, as production goes, Credit 
is in all respects equivalent to money. And so long as the opera- 
tions are successful, everything goes well : money being, as we 
have laid down, the representative of the fruits of a man’s past 
industry, and Credit a pledge of his futuie industry. It is 
certain that ^‘Credit” exceeds money” many times in this 
country, for whereas it is not supposed that the actual money 
exceeds £80,000,000, the Credit in Bills of Exchange, and 
which is only one form of it, taking a very low estimate, exceeds 
£400,000,000 ; that is, the people of this country have always 
pledged their future industry to the extent of four hundred 
millions And this £400,000,000 is equally capital, it is erpialiy 
a real value as the £80,000,000. No doubt it is of a different 
dcsciiption; it is more jierilous; a portion of it may perish. 
But it is an niideniable liict that it has performed the same 
functions, so far as regards production, as money. It is a dis- 
tinct and separate value over and above commodities, totally 
different from Bills of Lading, which merely represent particular 
eoramoditi<3s. Bills of Excliange are not a lien u]>on pro 2 )erty, 
but upon industry, and any jwoperty a man possesses is only a 
kind of collateral security to make good his engagements in case 
his industry is unsuccessful. 

Ill the case we examined of a bank discormting the bill of the 
manufacturer A, upon the dealer B, the transaction was alrealy 
(dfected upon which it was founded. A had rendered the service 
to B, for which he was to he paid at a fatme day, before lie drew 
the bill upon him, and originally all bills of excliange represented 
ple^ious]y existing debts, and they bore on the face of tliem the 
woids “for \alue received” to testify the fact. Consequently 
when A discounts the lull, founded upon that transaction, with 
the bank, it must be earefulh observed that he is simply selling 
a Debt which is his existing projierty. And so long as Bills of 
Exchange are restricted to repia scaiting pa^^ transactions, their 
negotiation is not borrowing money, as is commonly undei'stood. 
But the shar])ness of traders discovered that they might bo 
applied to iuture transactions. 

In the’ease of aj7aoS transaction, the bill was given by B, who 
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had got the goods, to A, who had given them, and A had got 
the money that would be payable to him at the maturity of the 
bill, advanced to him by the bank on the credit of B’s reputation, 
as well as his own. If B, however, be a person of wealth and 
reputation, he may lend the use of his name to A -without any 
real transaction having taken place between them. Thus, he may 
accept a bill of A’s, and A, on the strength of his name, goes 
to his banker, and gets the money, with which he performs some 
operation, such as manufacturing goods, and, having done so, he 
may sell them t0‘ C, and take C’s bill in payment of them, which 
latter is a real transaction. NTow the whole of this operation 
is based upon the credit of B’s name, it is not based upon any- 
thing real, or upon any service previously rendered ; consecpiently 
it is in itself a completely new transaction. Such a bill between 
A and B is called an Accommobatiok Bill. This name is, how- 
ever, not confined to cases where the acceptor lends Ids name for 
the accommodation of the drawer, though that is the most 
usual form, but wherever an acceptor, drawer, or indorser 
puts his name upon the bill, and therefore renders himself liable 
to a liolder for value to discharge it, without, as the* legal 
expression is, consideration moving to him, it is an accomoda- 
tion bill, and the par.ty for whose accommodation it is negotiated 
is bound by law to provide funds to discharge it at maturity, and 
also to indemnify the accommodation acceptor, drawer, or 
indorser, as the case may be, against the consequences of non- 
payment. 

The practical effect of this transaction is simply that B stands 
security to llie bank for the money advanced to A; and theie is 
noth mg in tlie nature of such a transaction worse than for one 
man to stand security for another in any other commercial trans- 
act!^ m. In some respects it is much fairer to the person who 
runs the risk as security, because, in the ordinary course, when 
one person becomes security for another, he does not receive 
• any pecuniary recompense for the risk he runs, to which 
he was certainly most fairly entitled ; whereas, if it be done by 
way of Accommodation Bill, he generally receh es some quid pro 
quo, and when a bank performs an operation of exactly the same 
nature, it always receives a high interest for the risk it runs, 
and, when Judiciously done, is a very profitable source of income. 
From the extravagant abuse, however, of such methods of 
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raising capital, Accommodation Bills have acquired a most dis- 
creditable reputation, and there is nothing which reqiiiies more 
vigilance in a bank than to guaid against being intrapped into 
making unwary purchases of such securities. 

A great deal has lieen said and wiitten about the difference 
between real and accommodation bdls, and while no terms of 
admiiation are too strong for the first, no teims of vituperation 
are too severe for the latter. Thus, Mr Bell says The 
difference between a genuine commeicial bill and an accommo- 
dation one, is something similar to the difference between a 
genuine coin and a counterfeit,” as if the act of negotiating an 
accommodation bill were in itself one of moral turpitude. It isj 
also generally assumed that real bills ])ossess some sort of 
additional security, because it is siqiposed that there is property to 
leprescnt them. We have already seen, however, the entire 
delusion of such an idea, and that it is a great mi shake to 
suppose that commercial bills have any s])cc]fic relation to the 
])roperty from the transfer of wliich tliey originally s}>riing. In 
truth 5 both real and accommodation bills ha^'e })recisely the same 
security — they constitute a general charge upon tlie whole estates 
of all the obligants upon them. The objections to accommoda- 
tion bills, therefore, on that ground are perfectly futile. 

The essential distinction between real and accommodation 
bills is, that one represents a past^ and the other trans- 

action. Blit even tliis is no ground for any preference of one 
over the other. A transaction wdnch h((S laii done may be just 
as Wild, foolish, and absurd as the one that has to he done Tlie 
intention of engaging in any mercantile transaction is, that, the 
icsult of it should lepay all the outlay, with profit. Theie is no 
other lest but this of its projuiety, in a mercantile sense. Such 
things have been heard of m the mercantile world, as consign- 
ments of skates to tropical countries. E'oiv, a bill diaivn against 
such a shipment as this wmiild pass muster, in technical language, 
as a real bill, v^iiile one drawn to foiwaid some other operation, 
however sound and judicious it might be, if it vere not yet 
accomplished, would be an aceoiuumdjtllon bill, and be branded 
as fictitious. Mr, Bell would cull the fuiniei geiiuiiie coin, the 
latter counterfeit, 

Yhe see, therefore, that the common objections urged against 
accoiiimodation bills arc perfectly futile, and quite wide of the 
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mark. Whether a bill be a good and safe bilij has no reference to 
■whether it represents rxpast or fx. future transaotionj but whether 
it is a safe and judicious one itself, and the parties to it respect- 
able and of sufficient means to meet tlmir liabilities. The whole 
Cash Credit s} stem of Scotland, which has conduced so eminently 
to the prospeiity of that countiy, is a system of accommodation 
pape]-, which is sufficient to disprove, in the mind of any dis- 
passionate person, that the system is in itself necessarily 
dangeioiis and pernicious, but is proof enough that, if it is 
judiciously managed, it may be of great advantage. 

The true objection to accommodation paper is of a different 
nature. When the credit system is carried on duly and propeiiy, 
and within legitimate limits, it is the most ingenious method ever 
devised for promoting commeice, and where it has been 
cautiously used, has marvellously succeeded m so doing. But 
it is a very trite remaik, that the best things when corrupted 
become the worst. This is eminently true of Paper Credit. 
Universal experience proves that there is nothing so dangerous 
and pernicious as for individuals to have an undue facility for 
obtaiiiiug credit. When cajiital is to be had on too easy terms, 
it fosters, to an extravagant extent, the fatal propensity for em- 
barking 111 all sorts of wild speculations, and pushing trade ffir 
beyond the possibility of being remunerative. 

The considerations we presented shewed the exaggerated 
ideas of the security of real bills. But there is at least this 
security in real bills, that as they only arise out of real transfers 
of property, their number must be limited, in the very nature of 
tilings. However bad or worthless they may be individually, 
tliey cannot be multiplied beyond a certain extent. There is 
tlicrcforc, a limit to the calamities they cause. But with accom- 
modation paper there is no limit. A beggar may wiiteupon 
bits of paper a million of promises to pay ” as easily as a 
Ilotluicliild ; and it is far more probable that he will do so; a 
man without a farthing is proverbially the most reckless, because 
when the bubble bursts, it is a matter of no conscfjuence to him, 
he has nothing to lose, the misery and the ruin fall upo^n his 
iinfoi Innate dupes. A man of real capital will be cautious in his 
operations, A loss to him will be real, but a man who is not 
worth a sixpence is indifferent whether he loses a XT ,000 or a 
£ 1 , 000 , 000 , 
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This system of Accommodation Pai^ei’ of different descriptions^ 
is one of immense importance in modern commerce, and its abuse 
lias led to some of the most tenible mercantile catastrophes on 
record. It is, however, so intimately interwoven with banking, 
that we shall defer any more mention of it till the next section, 
which treats of the operations of Banking. 

We have observed that so far as regards pi eduction, which, 
in a scientific sense, includes the formation and transfer of ]n*o~ 
ducts, Credit, whenever it is applied, performs exactly the same 
function as money. As in this section we wish to avoid all 
controversy, and merely to state facts, we will only say that all 
commercial transactions on credit are Sales. The absolute 
property of the article passes from the vendor to the pui’chaser, 
just exactly as if the price had been paid in money The only 
difference to the purchaser is, that his profits are less, because 
the credit price is higher than tlie money price. So long as 
matters proceed smoothly, and transactions aie profitable, the 
bills generated by commerce arc orpavalent to so much money. 
The dilFerence arises -when tlie sales are unprofitable, and losses 
ensue. If the wholesale dealer liuys from the manufacturer for 
ready money, and the speculation is unfortunate, tlie whole loss 
falls upon the dealer, tlie manufacturer does not lose'; he has got 
his money. But if the s}>eculatio]i is unfoi tioiate, and a loss 
ensues, or if tlie wholesale dealer fails from other reasons, the 
loss may fall upon him. When he has sold on credit to the 
dealer, his power over the goods is absolutely gone ; mid if the 
bill is unpaid ho cannot reclaim the goods, even if they are still 
m the posse>ssion of the purchaser, he has no more claim to them 
than any otlier creditor. Consequently, if the dealer has not 
sufficient funds to pay his debts, the loss falls upon the original 
manufacturer. In this, then, consists the whole <lifference be- 
tween sales on credit and sales for money, tliat if losses ensue, 
they may be diiiereutly distributed. No doubt the manufacturer 
finds that a bill of exchange is not so negotiable as a bank note 
or money, but it is of the same nature, and must be placed in the 
same category. The money is nothing but a bill on the whole 
commpiiity. Grood bills of exchange do, to a certain extent, cir- 
culate in commerce like money ; hut, the manufacturer generally 
finds it more convenient xo sell the bill to his banker, and how 
the banker buys it will be explained in the next section. 
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NTow, we have sliewii ‘ tliat capital, in its most general sense, 
is not any particular tljing, but simply an Economic Qnantity, 
be it currency or anything else, omployeil in reproductive o]>er- 
ations. In its general sense, it is the purchasing power of tfie 
merchant, or it is the moving power at his command to geneiate 
a circulation of commodities, out of which he reaps bis profits ; 
it is the power which draws the goods out of the possession oi 
the iiianufactiirer into the possession of the dealer, for him to 
make a profit The money he has is the fruit of the services he 
has formerly clone to the community. Credit Is also the power 
be lias of drawing the goods from the possession of the manu- 
facturer, and is the pledge of liis skill in rendering future services 
to the community, by discerning their waaiits and supplying tliem. 
The effect upon the markets and upon the prices is exactly the 
same, wdi ether purchases, ?. 6., circulation of commodities, be 
generated by credit or real capital, and the ])rofits and losses are 
exactly the same to the community, whether the operation be 
effected by credit, or by real caintal. Hence, we arrive at this 
conclusion, that Mercantile Credit is Mercantile Capital. 

It has frequently been observed that all great inventions have 
an equalizing tendency; the invention of gunpowder equalized 
the condition of the poorest foot soldier and the wealthiest 
knight, and it destroyed the supremacy of the knights; the 
invention of printing opened up the paths of knowledge to the 
poorest as well as to the rich, and destroyed the supremacy of 
wealth in the acquisition of science ; the invention of steam and 
railroads has equalized the means of locomotion to the humble 
and the wealthy ; so the invention of Credit has destroyed the 
supremacy of capital or money, and has provided the means for 
the most humble to place his foot on the first step of the ladder 
of opulence. It is a matter of common observation that nothing 
is so difficult as the first step to w^ealth ; that many men could 
get on if they had only a beginning. Now, credit supplies the 
means of attaining that first step to all. Credit is a mighty 
power, and no doubt like other great engines, is liable to be 
abused ; but it is entitled to take rank with gunpowder, printing, 
and steam, among the marvels of human ingenuity, and it has 
been the chief cause of the magnitude of modern commerce. 

^ iv„ s 27', 
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Section V. 

The Theoey of Banking, 

Invention of Banking by the Homans — On the Meaning of 
THE WORD Bank — ^Definition of a Banker — On the 
Mechanism of Banking — On Cash Credits —Open Cre- 
dits — On Accommodation Bills — On the Conversion of 
Temporary Credit into Permanent Capital — On the 
Clearing Ho use — Banking augments Capital, 

60. Tiie business wMcli is teclinically called Banking, seems, 
as far as we can ascertain, to have been invented by the Homans. 
It is true that there were abundance of money dealers and money 
lenders at Athens, and other places, but their business seems, as 
far as we can discover, to have been more analogous to that of 
those persons we call mouty scriveners and hill iJiseoiinfcrs, than 
of those whom we call bankers. For the business of banking 
consists in creating credits in favour of the persons who deposit 
money with the banker, and in paying debts by transferring cre- 
dits from one account to another, as well as ])y making all ad- 
vances in the first instance by creating a credit. This mode of 
doing business essentially distinguislies a banker from a money 
scrivener^ or hill discounter ^ who actually advances the money 
itself. This seems to have been the business of the Athenian ' 
Tparre^iTca^ and, if SO — though we speak on the subject with great 
doubt, in the absence of information — they were technically bill 
disGoimters, and not bankers. 

The Romans, on the contrary, practised the business, which 
is technically called hanking, nor do we know when it was 
invented. The earliest notice we liave of these banks, or 
argentariw^ is in Livy ix., 40, B.C. 308, where they are spoken of 
as being already placed in the Forum, where they always con- 
tinued. But he gives no account of the method in wdiich the 
bankers transacted their business. The comedies of Plautus 
(B.C. 224 — 184) contain several allusions to bankers and their 
business. He calls them trapcziice^ aTge}itarii and dmilstw. 

Though we cannot tell the exact period when banking was 
first invented at Rome, we can point out how it arose. We have 
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seen that in the eaily ages the borrowing of money was a very 
solemn affair. It effected by means of tlie sale 'per m it 
llhram^ ainl the solemn form of words, which cieated the 
or legal bond, the nexus. In ]nocess of time however, tin* 
formality of the weight and scales was dispensed with ; it was 
taken as performed, and tlie obligation was created by the 
foim of words; ^ this was called oSligatio verhis. 

In process of time the art of writmg became gradually general 
among the Romans, and then a very strict custom grew up. 
Every dommiiSi or head of a family kept a family Ledger, in 
wMch every incident of his life w^as daily recoided; his reve- 
nnes and profits, his outgoings, losses and expenses of every 
sort. ^ It seems that every occurrence was hrst noted down in 
adversaria.^ note books, or waste books, and then formally re- 
corded at the end of the month, in the family Ledger, called the 
Tabulce^ or Gedex. Tfhen these Ledgers were formally comide- 
ted, they were intende'd to bo preserved as heirlooms in the 
family, and w^ere almost invested with a kind of sanctity, and 
they were legal evidence. 

A great difference was made between the adversaria^ or waste 
book, and the codex, or Ledger. This distinction is strongly 
insisted on by Cicero^ — “lie confesses that he has not this 
entry in his Ledger [codex) oj riayments and receipts, but he 
insists that it is found in his note book [adversa^na). Are you 
then so fond of y cm self, and have such a magnificent notion of 
yourself as to sue for money not on the evidence of your Ledger, 
but of your note book ? It is arrogant to bring forward yonr 
Ledger instead of witnesses ; but is it not simple madness to 
produce yonr own scraps of writing and notes ? If these notes 
have the same force, and weight, and authority as the Ledger, what 
use is it to make a formal Register ? to make entries in it ? to keep 
it in regular order ? to make a permanent record of old writings ? 
But if, Ijccause we put no trust in notes, we have an established 
custom to make a Ledger; is that which we ourselves consider 
weak and unreliable, to be considered of weight and approved 
of before a judge ? Why is it that we write notes without 
much and we write the Ledger with great care? For 

what reason? because the one is to last only a month, the other 

* I Oi'tolaUj € i jtlioaii u Msforique <ks InstUiits, § 1X92 
2 Or'cilaii, fhid , § 11 US, s Uomo Gomcedo. § 2. 
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for ever : the former are soon erased, the others are preserved 
with religions care: the former preserve the memory for a short 
time, the latter pledge the good faith and honesty of a man for 
ever. ITotes are thrown away, the Register is kept in order. 
Therefore nobody produces notes as evidence in a cause; bnt 
they do produce the Ledger and read the entries.” 

When the bankers commenced tbeir business, the books they 
kept were simply those kept as a family record by every Roman 
citizen. The entries in these books did not constitute the con- 
tract ; what made the contract was the loan of the money : ' the 
entries were only the evidence of the debt : and therefore they 
were Instruments of Credit. They were exactly similar to our 
bankers’ books at the present day. Most bankeis now create 
Credit by means of entries in their books, which are called 

Deposits ” The transcript of this given to the customer with 
the relations of Debtor and Creditor reversed, called the Pass 
book, exactly cones pond to the Codex aecepti et expeiisi, and are 
legal evidence of the debt, and therefore Instruments of Credit. 

The entry of the ]>erson’s name in the Codex^ or Tubidce^ 
either for money paid or received, was termed ITomen : hence 
nomen became the common word for a debt, or an obligation. 
Nomina siia exigere, is to get in one’s debts; nomen loeare, is 
to borrow money; nomen facere^ to lend money: the entries in 
the Codex were called arcaria nomina^ because the money was 
weighed out of the area, the safe, or chest. 

61. Bjit if the parties agreed that the entries should be made, 
then a Contract was constituted. He who lent the money, made 
an entry of money weighed out and given, {pecunia expensa 
lata), and the other made an entry of money received {pecimm 
aceepta relata) ; and thus was constituted the Ohligatio Vitteris* 
Hence arose the legal technical terms, expensum ferre, to lend 
money; acceptum ref err e, to borrow money; pecunia ezpema 
lata, money lent ; pecunia aceepta relata, money borrowed : and 
the Ledger, or Cash book, was called Codex accepti et expensi^ 
and nomen facere, was to create this kind of obligation. 

We have seen that Gains says that a debt might be transferred 
by the consent of the Ci'editor, the Debtor, and Assignee. 
When Debts were transferred in this manner they were called 
^ Qairnt^ Insfit, lii., 131, 
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nomma transcriptitla. If the person had contracted an obliga- 
tion by the loan of the money, it was called ohligatio re: but if 
the parties agreed, a contract by entry in the Codex might be 
substituted, and d re in p)eT8onam transcriptio a transfer 
from the thing to the person : when the account was transferred 
from one person to another, it was said a persona in per so7 tarn 
transciptio fit. 

In the case of bankers, the actual meeting of the Creditor the 
Assignee and the Banker was not necessary; the customer 
might give a cheque on his account. This was called attrihutio 
or perscriptio. Bcrihere was to give credit in the books • 
rescribere or prescribere was to transfer a credit from one 
account to another. 

Thus in Plautus, Asinaria^ ii, 4, 84, Leonida says : — 

Abducit domum ultro, et scribit numos.” Of his own 
accord he brings him home and places the money to his account. 

Acceptum ferre was to credit a customer’s account with 
money received ; expensum ferre to debit it with money paid. 

Thus in the Mostellaria^ i., 3, 146 : — 

Ratio accept! et expensi inter nos convenit.” 

The accowtds between us balance. 

Terence says, Fhormio^ v. 7, 29 : — 

Sed transi, sodes, ad forum, atque illud mihi 
Argentum rursum jube rescribi, Phormio. 

Phoem. Quodne ego perscripsi porro iUis, quibus debui? ” 

“ JBut Fhormio., be good enough to go over to the forum ^ and 
order that money to be put to my accountP 

Phoem. 'What! that for which I have already given cheques 
to my creditors ? ” 

So Cicero says ^ “ Qui de c c c c , Pis c c presentia solverimus, 
reliqua rescribamus.” 

Of the remaining four hundred sestertkij I have paid two 
hundred in cash, and I shall send a cheque for the rest A 

We have no information whether the cheque, the attrihutio or ‘ 
perscriptio, was capable of being transferred to any one else by 
the person who received it, or whether it was only payable to 
himself. 

In process of time these family Ledgers fell into disuse, 
because persons did not choose to make a record of all their 
^ Mpst. (td Attkuw, stI., 2, 
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actions, and so furnish evidence as^ainst themselves. The last 
persons who kept them up were the bankers. But though this 
usage was abolished, the woi d nomen was retained for a debt, 
or obligation. 

Grains says ^ that the use of written obligations wEkS peculiar 
to foreigners; by this we siii raise he must mean that they were 
only legal evidence m the case of foreigners, and not in the case 
of Roman citizens. That they were in actual use by the Romans 
is clear, because they are mentioned by Plautus, Cicero, Sueto- 
nius, and Seneca. In process of time, however, they came into 
general use, and were called Ghlrograplia, or more generally 
Gcmtiones: and then they became the usual form of obligation, 
as Promissory Kotes are with us. 


On the meaning of the word Bank. 

62 . We shall lind that it is indispensable to a clear under- 
standing of the subject we are going to consider, to ascertain 
the true meaning of the words Bank and Bankeu. 

It is ])opularly supposed ^ that the word Bank comes from the 
Italian word banco, a bench, or table, because the money dealers 
or money changers, kept their money piled on benches or tables, 
whence it is said they were called IxmcMeri, It is also said that 
when they failed, their bench was broken up (banco rotto), 
hence our bankrupt. « 

Nevertheless, there can be no possible doubt but that this 
derivation is a pure delusion : for the money changers, as such, 
were never called hamhieri in the Middle Ages. 

We shall now shew what the real meaning of Bank is, not 
only in Italian, but as it was understood in English, when it was 
hrst used, as applied to money dealing. 

Muratori after noticing the absurd derivation of banco from 
abac} IS says ® — ^^To me on the contrary the word seems to have 
‘come from the German Banch, which is a very ancient word in 
that language, as John Schilter notices.” 

So also says Ducange ^ “ Bank is therefore of Franco- 

German or Saxon origin ; no other is to be sought for.” 

There is no doubt whatever that these learned authors are 

* Imtit, ui, 13 i. ® Gilba)Cs Practical Tteatise on Banldnq. Vol. l.p. 1. 

s Jnftfj. Ital : Med, Mi\ Tot IL p, 1148, ^ Med, et Tnfim, Laf, Lex, 8 , K 

2 N 2 
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perfectly correct. The true original meaning of Banco is a heap, 
or mound, and this word was metaphor ically applied to signify 
a common fund, or joint stock, formed by the contributions of a 
multitude of persons, and we will now explain how it arose. 

The Roman state made it a cardinal maxim of their policy 
never to carry on more than one war at once. The City of 
Venice in 1171, carried on a simultaneous war with the Eastern 
and the Western Empires. The Republican finances Av^ere, as 
might naturally be expected, in a state of great disorder, and 
the Great Council decided upon raising a forced loan. EA^ery 
citizen was obliged to contribute the hundredth part of his 
possessions to the necessities of the state, upon payment of 
interest at the rate of 5 per cent. The public revenues were 
mortgaged for the payment of the interest, and Commissioners 
were appointed, called the Camera degli ImprestiU^ for 
managing the payment of the interest to the fundholders, and 
transferring the stock. Such a loan has several names in Italian, 
such as Oompera^ Mutuo^ but the most common is Monte^ a 
joint stock fund. This loan in 1173, was called the Monte 
vecchio ; and in course of time several other loans were con- 
tracted, two of Avhicli Avere called the Monte nuovo and the 
Monte miovissimo. In exchange for the sums contributed by 
the citizens, the Commissioners gave them stock certificates 
bearing interest, Avhich they might sell or transfer to any one 
else^, and the Commissioners kept an office for the transfer of 
the stock and the payment of the dividends. 

At this period the Germans were masters of a great part of 
Italy, and the German word Banck came to be used, as well as 
its Italian equivalent Monte, and was Italianised into Banco j and 
the loans or public debts Avere called indifferently Monti or Ban chi. 

Thus an English writer Benbrigge, whom we shall quote 
further on, in 1646, speaks of the three Bankes” at Venice, 
meaning the three public loans or Monti. 

So a recent eminent Italian writer Count Cibrario says^ — 
Regarding the theory of Credit, which I have said was invented 
by the Italian cities, it is known that the first Bax*k, or Pablio 
JDebty was erected at Venice in 1171. In the 13th century paper 
money is mentioned at Milan : the credit was paid off. A Mohte, 
or PiiUic Debt was established in Florence in 1336. 

^ Della, Emtiornim Polifka riel medk p, <>30, 
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At Genoa during the wars of the 1-itli centmyj the Bank 
of St. George was established, formed of the creditors of the 
State.” 

So in Fioiio and Torriano’s Italian Dictionary, 1659, it says-— 

Moxtje — a standing Bank, or Mount, of money, as they haye 
in divers cities of Italy, namely in Rome or Genoa ” 

We have said enough, we think to shew that Banco in Italian 
means a fund formed by several contributions ; and the Bank of 
Venice was in reality the origin ot the Funding System, or the 
system of Public Debts, it did not for many centuries do any of 
what we call banking business. 

63. The meaning of tlie word Bank was the same in English 
when it was first introduced — 

Thus Bacon says ^ “ Let it be no Banlc^ or common stock, 
but every man be master of his own money.” 

Gerard Malynes speaks^ of “Mons Pietatis or Bank of Cha- 
rity ” ; and says— In Italy there are Montes Pietatis, that is to 
say MonnU or BanJcs of Charity.” 

So Benbrigge in his Usicra aecommodata^ published in 1646 
says — ^^For their rescue may be collected Moj^s Bletatis nm 
Charltatis or Banke of Piety or Charity^ as they of Trent fitly 
call it.” Again — “For borrowers in trade for their supply, as 
their occasion shall require, may be erected Mons N'egotiatioiiis 
or BxVnke of Traded He also quotes from Tolet, another writer, 
who speaks of two kinds of banks, namely “ j^IoNsy&cfe?*, or Bank® 
of Trusty which Clement XII. instituted at Rome— he that put 
his money into this Banlce wms never to take it out again,” for 
which the investor received 7 per cent, interest, like the original 
Bank of England stock. He also speaks of Mons Reciipera- 
tionis, or Banke#o/ Recovery, of which the intei’est was 12 per 
cent. The difference between these two was that between ]jer- 
petual and terminable annuities, where the higher interest of the 
latter is, in fact, repayment of the capital by instalments. 

In the time of Cromwell, some proposals were made for erect- 
ing public Banks. Samuel Lambe, a London merchant, in 1058, 
recommending them says — “A Bank is a certain number of 
sufficient men of estates and credit, joined together m Point 
Stoch^ being as it were the general cash keepers, or treasurers 
i E&^aij OIL ® I^e.r JIfnuiorkt, Fait ?7., </^ 18. 
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of that place where they are settled, lettiug out wiaginary 
money (^. 6 ., Credit) at interest at £2|- or £3 per cent, to trades- 
men, or otheis that agree with them for the same, and making 
payment thereof by assignation, and passing each man’s account 
from one to another, with much facility and ease.” 

So also in a little tract entitled “ A discourse concerning ^ 
Banks,” 1697, and supposed to be by a Director of the Bank of 
England, it says there are three kinds of Banks, the first for the 
mere deposit of money, the second for profit-- “The Banks of 
the second kind, called in Italy Montl^ which are for the benefit 
of the income only, are the Banks of Rome, Bolonia, and Milan. 
These Banks were made up of a number of peisons who, in 
time of war, or other exigences of state, advanced sums of 
money upon funds granted in perpetuum^ but redeemable.”— 

The third kind of Banks which are both for the convenience 
of the public, and the advantage of the undertakers, are the 
several Banks of Naples, the Bank of St. George at Genoa, and 
one of the Banks of Bolonia. These Banks having advanced 
sums of money at their establishment, did not only agree, for a 
fund of perpetual interest, but were allowed the privilege of 
keeping cash.” The Bank of England was of tins last sort 

So also Evelyn^ speaks of the “Monte di Pieta at Padua, 
where there is a continual Bank of money to assist the poor.” 

So also Blackstone says® — “At Florence in 1344, Government 
owed £60,000, and being unable to pay it, formed the principal 
into* an aggregate sum, called metaphorically, a Mounts or 
BanhP 

There has only been one instance in this country of a Bank 
which did not receive deposits in cash. Soon after the Bank of 
England was founded, a company of persons united to advance 
a million to Government, and they were incorporated as the 
“Million Bank.” This company existed till nearly the end of 
the last century, and it i*esembied the original Bank of Venice. 

Now the essential feature of all these “ Banks” was this, that 
a number of persons placed their money in them, and received 
Cbedit, or a Bromise to pay in exchange : and the very essence 
of “ banking ” is to receive money and give in exchange for it an 
Obligation, or Credit, or Debt. 

The Bank of England was formed in a similar manner of 

^ Dianj, Vol 311. ^ VoLLfp 3 Eerr's edti. 
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a company of persons who advanced a sum of money to Govern- 
ment, and received in exchange for it an annuity. This was the 
foundation of our regular National Debt: and to the present 
day the Funds are technically called “ Bank Annuities.” 


0)1 the DeJi7iitiOii of a Banker 

64. We have still one more important misconception to clear 
away. Nothing can be more erroneous than the common idea 
as to the business of a banker. We might have expected that 
Gilbart would have been able to describe his own business, but 
his account is an utter fallacjx He says ^ — ‘‘ A banker is a dealer 
in capital, or more properly a dealer in money. He is an inter- 
mediate party between the borrower and the lender. He borrows 
of one party and lends to another ; and the difference between ' 
the terms at which he borrows and those at which he lends, 
forms the source of his profit.” 

And so says a Committee of the House of Commons ^ The 
use of money, and that only, they regard as the province of a 
bank, whether of a private person, or of the banking department 
of the Bank of England.” 

Both til esc extracts show a profound misconception of the 
nature of the business of a banker. 

In former times there were many persons who acted as inter- 
mediaries between persons who wanted to lend and those who 
wmiited to borrow. They were called Money Scriveners. But 
nobody ever thought of calling a money scrivener a banker. 

At the present day, a firm of Attorneys, or Solicitors, in large 
practice, may have some clients who wisli to lend money on 
mortgage, and at the same time may have other clients ,who 
■wish to borrow money on mortgage. The first set may entrust 
their money to the firm to lend to the second set. Thus the 
firm would act as intermediaries between those who want to ^ 
lend and those who want to borrow. But no one wmuld call 
them bankers ” because they did this. They would merely act 
as Trustees of the money. They do not acquire any property in 
the money, so as to be able to approj^riate it to their own pur 
poses. On the contrary, it is only entrusted to their custody for 

^ A pntctiCiil treatise oil BauLintj Vol, hjj 2 
^ JiejfOi i /lo?m the adeeb Coiuuittec on the Bade Aot^ 1858, j?. x\iv. 
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tbe express purpose of being applied in a certain way. Tlie 
actual property in tbe money passes direct from the lender to 
the borrower, through the medium of the trustees, and if these 
latter appropiiated it to tlieir own purposes, they would be liable 
to be punished for embezzlement. 

Neither are persons who lend out their own money, bankers. 
Those who have cash at command may invest it in the purchase 
of commercial bills, or in any other way. There are many who 
trade in this way, but they are called Bill Bisoomiters^ not 
Bankers. 

65. The Italians were the founders of modern money dealing, 
and among them, there were three different kinds of trading in 
money — 

1. Those who exchanged money: they were called Bpeciarii^ 
Nummularii^ Campsores^ Argentarli^ and Trapezitce, 

2. Those who lent out money for profit; they ^vere called 
Danistce^ Collyhistce^ and Matuatores, 

S. Those who received money, and in exchange for it gave 
bills of credit, or letters, or drafts, on their correspondents in 
other towns : these last were called Gambiatores and Banchiert. 

Thus Galiani says ‘ “ All this paper credit originated from a 
deposit, or a loan made, or from a Joint Stock Company ” — 

Banks began when men saw from experience that there was 
not sufficient money in specie for great commerce and great 
enterprises.” 

The first Banks were in the hands of private persons, with 
whom people deposited money, and from whom they received 
Bills of Credit, and who were governed by the same rules as 
the public Banks now are. And thus the Italians have been not 
only the fathers, and the masters, and the arbiters of commerce ; 
so that in all Burope they have been the depositaries of money^ 
and are called Bankers.” 

So Genovesi says^ — These Monti were at first administered 
with scrupulous fidelity, as are all human institutions made in 
the heat of virtue. From which it came to pass that many 
placed their money in deposit, and as a security received paper, 
which was called, and is still called, Bills of Credit. Thus 
private banks were established among us, whose Bills of Credit 
t Belief moneiei, p. S23. ® Belle Leaonl di Scmomica cimh. Pm t //., eh S, § 5. 
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acquired gradually a great circulation, and increased the quantity 
of signs and the velocity of Commerce.’^ 

‘^The Bill of Exchange is called drawn by him who sells it, 
and is called remitted on the part of the coi respondent wh6 
must pay it. Those who make this their special business are 
called Cambists, and Bankers in the language of the great 
commerce of Europe.” ^ 

So ihQ JUncyclopedia MetJiodlqiie^ Paris, 1789, says. Banking. 

The traffic or commerce in money, which is remitted from place 
to place, from one city to another by correspondents and agents 
by means of Bills of Excliange.” 

The essential feature of a Banker ” is tlii^*, that when his 
customers place money with him, it becomes his absolute pro- 
perty, to deal with as he pleases, and lie is no way accountable 
to them for the purposes he applies the money to. The custo-^ 
mers of a banker cede to him absolutely the property in their 
money, and receive in exchange for it the Right to have an equal 
sum paid back on demand. A banker therefore is not the Trus- 
tee of his customers, but simply their Debtor 

Thus a Banker ” buys money with his Credit; and, moreover, 
when he buys commercial debts, he always does it by his Credit 
also, and not by cash. And this is the essential distinction 
between a Bill Discounter and a Banker, that the former buys 
bills with cash, and the latter with his own Credit. Hence, when 
a Bill Discounter has invested all the cash in liis possession, 
either his own or what others have pla<*.ed with him, in this way, 
lie is at the end of his resources. But a Banker always buys 
c immercial debts with his own Credit, or wdth his promise to 
p'ly,” and experience shows that his Credit may exceed several 
times the cash in his possession. Authorities differ as to how 
many times the quantity of his credit may safely exceed the 
quantity of his cash, and it may differ in different localities, and 
methods of doing business ; but, at all events, it may do so several 
times. Thus, the business of banking is essentially to create 
Credit. This Credit, of course, is made payable in money, but 
in practice it is very rarely actually pai<l m money. We have 
shown above that a mutual release of debts is absoluteh/ 
equivalent to a reciprocal paymmt of debts; and, by .the great 

* Hid, chap. \i 3. Tins wdik .iKo contains much useful niforniation on Paper 
Credit. 
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modern banlving system, the enormously greater proportion of 
banking credit is extinguished by mutual releases of debts. 

The following is the true definition of a Banker ” : 

A Banker a trader who buys Money ^ or Money and Dehts^ 
by creating other Debts, 

A banker, then, is a trader who keeps an open shop for the sale 
of Credit: he may, it is true, add other species of money 
dealing to his business ; but the above is the essential definition 
of “ Banking.” The first business of a banker is not to lend 
money to others, but to collect money from others. 


On the CuRRENcr Frinctple. 

66. The express function of a Bank, as we have seen in the 
preceding section being to create credit, a doctrine of con- 
siderable importance has been maintained by several winters of 
influence in recent times, to which we must now advert, as most 
discussions on banking for several years have been full of it. 

We have shown, in a subsequent chapter, that the Chinese 
were the inventors of paper money, and that when the Govern- 
ment had brought the country to a state of the deepest distress 
by their extravagant issues of paper money, a writer sighed for 
the days when no paper was issued except in exchange for specie, 
— Then,” says he, ‘‘ it was ordered that at the offices of the 
rich merchants who managed the enterprise, when the notes 
were paid in the money came out, when tlie bills came out, the 
money went in. The money was the mother, the note was the 
son. The son and the motlier were reciprocally exchanged for 
each other.” 

This doctrine, put forth in tlie year 1309 by a Chinese vriter, 
is the Currency Principle. It is this — that when a Bank is 
permitted to issue Notes, the Notes ought to be exactly equal to 
the specie paid in, and that the sole duty of the Bank in such a 
case is to exchange specie for paper, and paper for specie ; and 
that the quantity of paper in circulation should always fluctuate 
in quantity, exactly as specie would do if there were no paper. 
Those writers in recent times who maintain this doctrine aver 
that any paper issued in excess of this principle causes a depre- 
ciation of the currency. The next enunciation of it that we are 
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aware of is by John Law,^ who says — Some are against all 
banks where money does not lie pledged equal to the credit.” 

It was upon this principle that the Banks of Venice, Anistei- 
dani, and Hamburg w^ere constructed. These places were the 
centres of a great foreign commerce, and, as a natural con- 
sequence, an immense quantity of coin of all sorts, of different 
countries and denominations, was brought by the foreigners who 
resorted to them. These coins, were, moreover, greatly clipped, 
worn, and diminished. This degraded state of thecuirent coin 
])ioduoed intolerable inconvenience, disor<ler, and confusion 
among merchants, who, when they had to make or receive pay- 
ment of their bills, had to offer or receive a bagful of all sorts of 
different coins. The settlement of these bills, therefore, involved 
perpetual disputes, — which coins were to be received, and which 
were not, and how much each was to count for. In order to 
remec|y this, it became absolutely necessary that some fixed 
uniform standard of payment sliould be devised, to insure 
regularity and a just discharge of debts. In order to do this, 
the magistrates of these cities instituted a Bank of Deposit, in 
which every merchant placed all his coins of different weights 
ami nations. These were all weighed, and the bank gave him 
credit, either in the form of notes, or an entry in their books, 
exactly corresponding to the real amount of the bullion de- 
posited. The owner of this credit was entitled to have a certain 
quantity of gold of full weight on demand. These credits, 
therefore, always insured a uniform standard of payment ; and it 
was enacted that all bills upon tbe respective citi<3S, above a 
certain amount, should he paid in these credits, wliich were 
called bank money. The consequence was evident : as this hank 
money was always exchangeable for money of full weight on 
demand, it was always at a premium, or a<jlo^ as eoinpaied with 
the current money. Tlie difference was usually fiom 5 to 0 per 
cent in the different cities. The expression, aglo^ or premium, is 
likely to mislead, because it is evident tliat it was the hank 
money that was the true standard, and the current money that 
was at a discount. These banks professed to keep all this coin 
and bullion in their vaults. They made no use of them in the 
way of business, as by way of discounting bills. Thus the credit 
created was exactly equal to the specie deposited, and their 

1 awl Tnifk Coitsidnul, p lo, edit. 1735 
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sole business \Tas to exchange specie for paper, and paper for 

Specie. 

They were exaui])les of the Cubrency Pjsinciple, and they 
are the models to which many persons would wish to see all 
banks reduced, and we shall see that they maintain that paper 
should fluctuate in quantity exactly as a metallic currency 
would do if there were no paper ; and that if paper is substituted 
for specie, it can only maintain an equality of value with specie 
by ‘being exactly equal in quantity to wdiat tbe specie would 
have been if there were no paper. 

These Banks were of no further use to commerce than that 
they served as a safe place to keep money, and they insured an 
uniform standard of payment. They made no profits by their 
business, but those who kept their accounts with them paid 
certain fees to maintain the establishment. 

Wc shall not here discuss the soundness of this cpi^Tency 
principle, our only object is to state to our readers clearly what 
it is. Many writei*s of tbe greatest influence, such as Colonel 
Torrens, Lord Overstone, and others, maintain that this principle 
ought to be applied to all Banks, and that they should not be 
permitted to create any notes in excess of their bullion. 

Mr. Mill says : — Further consideration shewed that the uses 
of money are hi no respect promoted by increasing tbe quantity 
which exists and circulates in a country, the service which it 
performs being as well rendered by a small as by a large aggr(3- 
gate amount.” The slightest experience will show that this 
dogma is utterly im founded. Does it never happen that an 
increased supply of money can benefit a country ? One of the 
acknowledged wants of 1 1 eland at the present day is want of 
capital; every one admits that the introduction of fi esh capital 
would be of the greatest service to Ii eland. 

He says Another of the fallacies from which the advocates 
of an inconvertible currency derive support, is the notion that 
an increase of the currency quickens industry. This idea was set 
afloat by Hume, in his Essay on Money, and has had many de- 
voted adherents since.” Not only is the doctrine which Mr. Mill 
here derides indubitably true, though it is not an argument in 
favom* of an inconvertible jjaper money, but it had many devoted 
adherents long before Hume was born, as every one acquainted 
%vith Economical literature knows well enough. 

i i?. 13, §5. 



§ CO, 07.] 


THE MECHANISM OP BANKING 


557 


He then says : — The substitution of paper for metallic cur- 
rency is a national gain, any further increase op paper 

BBYONE Tins IS BUT A PORM OP ROBBERY. 

‘^An issue of notes is a manifest gain to the issuers, who, 
until the notes are returned for jjayment, obtain the use of them 
as if they were real capital ; and so long as the notes are no 
permanent addition to the currency, but nieiely supersede gold 
or silver to the same amount, the gain of the issuer is a loss to 
no one; it is obtained by saving the community the expense* of 
the more costly material But if theie is no gold or silver to be 
superseded — if the notes are added to the currency, instead of 
being substituted for the metallic part of it — all holders of cui- 
rency lose by the depreciation of its value, the exact equivalent 
of what the issuer gains.” 

Again he says^ — ^^When metallic money had been entirely 
superseded and expelled from circulation, by the substitution of 
an equal amount of bank notes, any attempt to keep a stdl fur- 
ther quantity of paper in circulation must, if the notes are con- 
vertible, be a complete failure. The new issue would again set 
in motion the same train of consequences by which the gold coin 
had already been expelled. The metals would, as before, be re- 
quired for exportation, and would be'for that purpose demanded 
from the banks to tlie full extent of the superfluous notes, which 
thus could not possibly be retained in circulation.” 

We desire to call particular attention to these dogmatic 
assertions of Mr. Mill, and especially to the facts that he brands 
as robbery any cieation of notes beyond the quantity substituted 
for specie. We shall now give an actual exposition of the 
practice of banking, and, peihaps Mr. Mill may be surprised to 
And what he brands as robbery, and whom he brands as robbers. 

On the Mechanism of Banking. 

67. Banks of the nature of those of Venice, Amsterdam, and 
Hamburg, never existed in England, and we must now explain 
the meehanism of banking, as it has been carried on in this 
country. 

During the civil war, the goldsmiths of London began to 
receive cash of the merchants and country gentlemen, in ex- 

in, r. 22, § C. 
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change for wliicli they gave their promissory notes payable to 
])earer on deinanfl. In consequence of this tliey were called 

bankers,” and their notes were called goldsmiths’ notes,” or 
“ bankets’ notes.” But tlie goldsmiths did not charge anything 
to their customers for keeping tlieir cash ; on the contrar}', they 
agreed to ])ay six per cent, inteiest for the cash left with them. 
In order to pay this interest, they "were obliged to trade with 
this money, and it is in regard to the method of this trading 
that so much misconception exists. 

Let us, for the present, leave out of consideration any private 
property the goldsmiths might have, and let us deal with small 
figures. Suppose the banker bad £10,000 deposited with him 
by bis customers, then, as he created an equal amount of debt 
against liimself in exchange for this money, his accounts would 
stand thus : — 

Liabilities. j Assets. 

£10,000. I £10,000. 

We shall now see the extreme importance of accurately stating 
Economic questions. 

According to the method of stating this, given by Euler, the 
banker possesses £10,000, and owes £10,000. Euler, as well as 
all mathematicians, calls the money a positive quantity and the 
debt a negative quantity, because, if the banker’s fortune were 
estimated, his debts would have to be subtracted from his 
money. In this case, the money and the debts are equal, and, 
therefore, according to this mode of statement, the banker 
would be no richer than before. 

‘Now, so far as the banker himself only is concerned, this view 
is sufficiently accurate. But it is easily seen that so far as 
regards Economic Science it is quite inaccurate. For the 
banker has issued £10,000 in notes, and these circulate among 
the public and perform all the functions of money, until payment 
of them is demanded, and then, of course, they cease to exist. 
But the banker has the £10,000 in cash, which has become his 
property, and reserving a certain portion of it to meet the usual 
demand for payment of his notes, he may trade with the 
remainder, and it is quite clear that, supposing the £10,000 
of Ms notes to be in circulation, whatever portion of cash ho also 
issues is by so much an addition to the previously existing 
currency. 
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Mow experience would soon shew him that, if some of his 
customers drew out their money from day to day, others would 
probably pay in about an equal sum, so that, at the end of the 
day, there would probably be not very much diffeience. From 
practical observation, ^ve may state that, in ordinary times, a 
banker’s balance in cash will seldom differ by more tlian a SOth 
part from day to day. So that, if he retains a tentli part in cash 
to meet demands for payment of his notes, tliat is ample and 
sufficient in ail ordinary times. 

The goldsmiths, then, soon found that they had a large 
quantity of bullion on their hands, which was so much dead 
stock, and they were able to trade ^vith it in order to make 
profits to pay interest of the whole. The method of trading 
they adopted was to discount, or buy, commercial debts, in the 
form of Bills of Exchange. These Bills being payable in two 
or" three months, their money soon came back to them with 
a profit. 

It is commonly supposed that they advanced 'money on these 
bills. If they had done that, they could not have hi ought more 
than £^,000, as they kept one-tenth in their tills in cash. This, 
however, is an error. They did not buy the bills with cash, but 
with their Credit ; and this Credit was of two forms. They 
either gave the merchant the amount in their Promissory Notes; 
or they wrote down the amount to the credit of their customer 
in their books, and allowed him to draw a bill upon them pay- 
able on demand. And, as above stated, they soon found that 
their credit might safely exceed their cash several times. Hence 
they found that they could extend their credit safely very far 
beyond the limit of £9,000. They found that keeping the 
£9,000 in their coffers, the/ could safely buy at least £40,000 in 
bills with their own notes. Now, supposing the rate of discount 
was 8 per cent., and the bills were at three months, the discount 
on this sum wmuld be £800, and consequently, in exchange for bills 
to tbe amount of £40,000, he would issue £39,200 in his own 
notes, and his accounts would then stand thus : — 

Liabilities. Assets. 

Notes Issued . . £49,200 1 By Cash .... £40,000 

I By Bills of Exchange £10,000 


£49,200 


£60,000 
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l^oWf by tills process, the Banker added £39,200 to tlie pre- 
viously existing currency, and his profit is clcai — he pays six 
per cent, on £10,000, and he gains ciglit per cent, on £39.200. 

Now, this was the business of banking*, and hence the correct- 
ness of the definition given above is manifest — a J^cmker is a 
trader who buys Money and Debts {Dills of Mxchan cje)^ by 
creating other Debts (his own Notes or Deposits) » 

Thus we see that the distinctive function of a bank, and a 
banker, was to issue notes, payable to bearer on demand, which 
were to circulate as money. That is to create a Taper Currency^ 
in some cases only equal to the amount of bullion they displaced, 
in others, greatly exceeding it. And the meaning of the word 
‘Ho bank” was to buy money and bills of exchange with such 
notes, that is, to create Instruments of Credit. Towaids the end 
of the IHL century contemporary writers tell us that some of the 
London bunkers had upwards of a million of notes in cii dilation. 

We further see that as the banker had given an equal amount 
of notes for the cash he received, for w*hich he paid interest, his 
only method of making pi ofits was by augmenting the amount 
of previously existing cuiioncy — that is, according to Mr. Mill, 
he was a 

The relation in which the banker and the merchant stand to 
each other, after the banker has discounted the bill for the 
merchant by issuing his notes, also shows how indispensably 
necessary an exact method of statement is required to appreciate 
the subject of credit correctly. Some writers, who deny that 
credit is capital, say this — that if a person holds a bill of 
exchange, that is his property, and to be added to his other 
propel ty, but that it is to be subtracted from tbe property of 
some one else, therefore, upon the Whole, it is nothing. 

Thus, Mr. Thornton says : — “ Paper constitutes, it is true, an 
article on the credit side of the books of some men, but it forms 
an exactly equal item on the debit side of the books of others. 
It constitutes, therefore, on the whole, neither a debit nor a 
credit The banker who issues £20,000 in notes, and lends, in 
consequence, £20,000 to the merchant, on the security of biUs 
accepted by them, states himself in bis books, to be the debtor 
of the various holders of his notes to the extent of the sum in 
question; and states himself to be tbe creditor of the acceptors 
of the bills in his possession to the same^mount. His valuation, 
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therefore, of his own property, is the same as if neither the hills 
nor the hank notes had any existence. Again, tjie merchants 
in making their estimate of propoity deduct the hills payable by 
themselves, which are in the drawer of the hanker, and add to 
their estimate the notes of the hanker, which are in their own 
drawer ; so that the valuation likewise of the capital of the mer- 
chants is the same as if the paper liad no existence. The use of 
paper does not, theiefore, introduce any principle of delusion 
into that estimate of })ropcrty which is made by individuals.” 

Now, in the above extract, Mr. Thornton has begun by 
making a most extraordinary error for a banker. Ho supposes 
that the hanker issues an amount of notes equal to tlie hills he 
discounts That wmuld he as much as saying that the hanker 
charged no discount. But this is manifestly wrong. The 
hanker retains the discount at the tinfe of the advance, and, 
consequently, his property and his debts are not equal, but his 
property exceeds liis debts h}" the sum charged as discount. 

Again, though in a certain way, as regards tlie individuals 
themselves, this way of stating it has some plausibility, it is 
clearly quite incorrect as a scientihc statement. The merchant 
acquires the Bill of Exchange as property given in exchange for 
some goods. He sells that })ro]>erty to his banker in exchange 
for the property created by his banker, viz., his Notes. Now, it 
is clear that the banker may put this bill into circulation, and it 
may perform tlie same functions as money until the time for its 
payment comes, and also the merchant may buy with the 
banker’s notes as money, and, consequently, the Bill and the Notes 
are each of them exchangeable quantities, aii<l may botli be in 
circulation at the same time, and perform mnny exchanges before 
they are paid and extinguished. Hence each of lliem forms a 
part of the mighty mass of circulating Credit. 

Such, then, was the business of banking. We need not here 
speak of the foundation of the Bank of England in 1694, but 
it is quite clear that the Legislature understood “ banking ” to 
mean issuing notes j)ayable to bearer on demand. In an 
attempt was made by some other companies to do banking 
business; and in 1109, on the renewal of the charier, Parlia- 
ment meant to confer a monopoly of banking on the Bank of 
England. In order to do that, there being at that time no legal 
definition of banking, the Act did not directly prohibit any 

2 o 
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bank ” with more than six partners being formed, but it 
described what was well understood to be banking business, 
and iz prohibited any partnership of more than six persons 
doing that. It foibade them to borrow^ otoe^ or take up 
any sum or sums of money ^ on their bills or notes^ payable at 
demand^'^ 

Thus, at this period, banking was understood to mean bor- 
roioing^ or owing^ money on notes payable on demand, and to 
forbid persons to do that was to prevent them from banking.’’ 
This Act was effectual for some time, but, about I'ZiO, some 
persons tried to evade the words of the Act, and to put a stop to 
this, the Act of 1 742 is more exiilicit. It says : — ^^And to prevent 
any doubt that may arise concerning the privilege, or power, 
given by former Acts of Pailiainent to the said Governor and 
Company of exclusive ITanhing; and also in regard to erecting 
any other bank, or banks, by Parliament, or restraining other 
persons from banking^ It thus forbade, as before, any part- 
nership to borrow^ owe^ or take up any sum or sums of money ^ 
on their bills or notes ^payable at demand^ So that the Bank of 
England might remain a corporation, with the privilege of 
exclusive banking^ as before recited.” 

Still, we observe that the intention of Parliament was to confer 
on the Bank of England the exclusive monopoly of banking. 
And this privilege of banking consisted in borrowing ^ oiving^ 
or taking up any siim^ or sums, of money on their bills or notes, 
payable at demuncV* Hence, we sec, that “Banking” meant 
the creation and issuing of “ Currency;” and to prohibit persons 
from creating currency was, in fact, to prohibit them from doing 
banking business. These words were devised with the utmost 
care, so as to prevent any other rival, in the most comprehensive 
manner possible. It was supposed that no legal ingenuity could 
devise an expedient to evade so extensive a prohibition. The 
form of words adopted in this Act, was devised in reference to 
the methods of doing banking business at the time they were 
framed, and they w^ere successful in preventing any rival bank 
being formed, so long as bankers adhered to that particular 
method of doing business. But about 30 years afterwards, 
bankers adopted a change in the method of doing their business, 
so simple, and apparently so unimportant, as scarcely to deserve 
attention. And it was this mere change in the form of doing 
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tlieir business, that is, of creating liabilities, or currency, in a 
form not provided for by the words of the Act, that cut away 
the ground from under the Act, and was the means w^hereby the 
present Joint Stock Banks in London, were founded, and thus 
destroyed the monopoly of the Bank of England, because, when 
this mode of evading the Act was discovered, and the Bank, in 
dismay, applied to Parliament to put a stop to it, they were told 
that such monopolies were out of fashion, and their demand was 
refused. 

Up till about the year 1772, London bankers adhered to the 
original method of issuing promissory notes, payalile to bearer 
on demand. But about this time, they discontinued the issue of 
notes, and made their advances exclusively by giving their cus- 
tomers credit in tlieir books for the amount. It appears that it 
was about this time that they began to give them books con- 
taining a number of ]>rmted forms. These forms were called 
Chefjms^ and were bills of exchange, drawn upon the banker, 
payable to bearer on demand. But it is usual for the drawer of 
a cheque to lill in the name of some one to whom it is made first 
payable. And these clieques may be put into circulation, ex- 
actly like bank notes. 

These Cheques are nothing whatever but bills of exchange 
upon the banker, payable to bearer on demand. There is, how- 
ever, one peculiarity about them that must be noticed. In ordi- 
nary cases no man can be compelled to accept a bill drawn upon 
him for a debt, without his own consent, which is signified by 
his waiting his name upon it. But in the case of cheques, if 
this rule was enforced, it would have destroyed their utility, and 
they could never have been substituted for bank notes. A bank 
note bears on the face of it the obligation of the banker to pay 
it; but an unaccepted cheque, if it followed the usual law of bills 
of exchange, would be no obligation to pay without acceptance. 
Consequently, no man would have been safe in taking a cheque 
before he knew whether the banker would accept it or not To 
obviate this dilBculty, and to make a Cheque as like a Banknote 
as possible, it was established as a custom among bankers, that 
the possession of a customer's funds hy a hanlcer is epmaknt 
to Bceeptance, Consequently, if a banker has funds oi his cus- 
tomer in his hands, he is bound to pay all that customers 
cheques, to the amount of the funds in his hands, without notice 
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and without acceptance, to the bearer on demand, exactly as if 
it was his own promissory note. 

Hence, Cheques are not! ling but a substitute for Bank NTotes. 
A bank note, m fact, is a double oliligation, the one is an obliga- 
tion to pay the customer, the original creditor, and the second is 
to pay the bearer, i. 6., any one to whom the original ci editor 
may transfer the obligation NTow, the modern practice splits 
these obligations. The entiy in the banker’s books is the obli- 
gation to pay his customer, the permission to draw a cheque 
payable to beai'cr on demand is the obligation to pay any one the 
customer may transfer the debt to And the entiy in the banker’s 
books, together with the cheque, make up the bank note. 

Hence, we see, that, Banking ” consists in buying Debts with 
‘^Promises to pay;” and these Promises to pay” may be of 
two forms : — 

1st. Piomssiory Hotes payable to bearer on demand. 

2ndly. Figures written down to the credit of the customers, 
to be drawn against by cheques papable to bearer on demand. 

Up to the period when cheques were introduced the London 
bankers had very extensive issues of notes, but the method of 
doing business by clieqnes was found to have so many practical 
advantages over that by way of notes, that London bankers from 
that period universally discontinued the issue of notes, and 
adopted cheques : though they never were forbidden to issue 
notes until the Bank x\ct of 1844. 

The modern system of banking, then, by means of cheques, is 
exactly the same in principle as the former method of Bank 
Notes, only it is somewhat varied in form. In each case banking 
consists in creating liabilities, and the modern name and form of 
stating these liabilities in banking accounts is the cause of an 
enormous amount of erroneous opinion. In the former mode of 
slating these accounts, it is open and patent to all the world, 
that the banker has created liabilities against himself by the 
discount of bills. In the modern form all these liabilities are 
stated as so much credit in his books, and are called Deposits ; 
and these Dejyoslts are ibrmed of the credit created in exchange 
for cash as w^ell as bills, so that it is made to appear, and is 
almost universally believed, that what is classed under deposits 
in the published banking accounts are deposited in actual cash, 
whereas they are nothing but a creation of credit* 
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The name itself of Deposit is a source of much misconcep- 
tion. It is generally supposed that a Deposit” in a bank 
means the thing deposited. But tliis is cpiite an error. The 
Deposit is the Credit created in exchange for the thing de- 
posited, and wlieii a banker discounts a bill by creating a Credit 
in his books, that Credit is equally a “ Deposit ” with the Credit 
created in exchange for cash. Hence, in banking language, it 
must always be remembered that a Diposlt is the Credit created 
in a hanJeer'^s hooJes; the thuuf depodted is the Asset, or the 
Seenrity, 

The only practical difference ])etween Bank Motes and Cheques 
is this, that tlie former were, on the face of them, direct obliga- 
tions of the banker to pay the money sti]HiIated; the latter w^ere 
not direct obligations of the b.anker. Tiie consequence is, that 
when cheques are transferred from hand to hand, it is usual to 
require the transferor to endorse them, so that if the banker 
refuses to pay them, the liability of the transferor may be ]>re- 
served. In bank notes this is not usually done, because, as the 
holder may demand payment for them on the instant from the 
bank, few persons expect that the bank will fail before payment 
is demanded, and consequently, bank notes usually pass from 
hand to hand by simi>le delivery, wuthoiit indorsement. 

In order to present the dilfcrence between the old and the 
new system in the clearest maimer, wo will now contrast the two 
forms of stating the accounts, supposing that they denote the 
same operation — 

Old form of Banlung Aceoiaits, 

Liabilities. Assets^ 

To notes in circnlatioiuiC 495200 By Cash ... ... £10,000 

By Bills of Exchange 1 0,0 00 

£49,200 £50,000 


2Iodern form of DanMng Accounts, 

Liabilities. Assets. 

Deposits ... .. £49,200 1 By Cash £10,000 

j By Bills of Exchange 40,000 


£19,200 


£50,000 
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NTow, in examining these two forms of accounts, though they 
are in reality two different methods of doing the same thing, a 
striking difference is apparent on the face of them. In the first 
it IS manifest, on the lace of it, that the banker, thus created 
£49,200 of Notes, or created that amount of liabilities against 
himself. In the second foim this does not appear at all, but this 
sum of £49,200 appears as a deposit,” or a balance on draw- 
ing account,” and to any one who is not conversant with the 
subject, it seems to be a deposit of actual cash, and many persons 
are apt to believe that a banker has that amount of cash to trade 
with. Thus, when the accounts of the great Joint Stock Banks in 
London are published, and it appears that one has £20,000,000 
of deposits,” and so on, it is almost universally believed that it 
has twenty millions of actual money to trade with, or lend out, 
as it is erroneously called. And every half-year we see sum- 
maries in the newspapers shewing that all the Joint Stock Banks 
have, perhaps, an aggregate of £100,000,000 of deposits,” and 
it is generally believed that they liave that sum of money to 
trade with. But there never was a more complete and entire 
delusion. These £100,000,000 of ^‘deposits” are not deposits 
in cash, but they repiesent the old hanh note cb'culation. They 
are nothing but an enormous superstructure of Cuedit, built up 
on a comparatively small basis of bullion, exactly like tbe note 
circulation. These figures do not shew the quantity of cash at 
their command to trade with, but they sliew tbe quantity of 
business they have done, and the liabilities they have created. 
These apparent Deposits ” in cash, then, are nothing but Credit 
created in exchange for tbe cash and bills which figure on the 
other side of the account as Assets. 

These two forms of banking accounts, thus presented in 
contrast to each other, shew how the accounts would stand just 
after the banker has discounted his customers’ bills, and before 
they have begun to operate upon their accounts, in the latter 
form by means of cheques. Every banker does business in 
exactly tbe same way, and, when their respective customers 
begin to operate by means of cheques, the following three 
different results may ensue — 

I, The actual money may be drawn out. 

2* The Credit may be transferred to the account of another 
customer of the same bank. 
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8. It may be an order to pay anotlier bank. But in tbe last 
case, if tlie banker A is ordered to pay the banker B so much, 
the chances are that B will be ordeied to }?ay very much the 
same amount, and then an interchange of these respective orders 
may take place, and only the diiTerences be paid m cash. And 
this is exactly tlie same in efiect as an interchange of bank 
notes, and thus we see that mutual releases of debts are exactly 
equivalent to reciprocal payments in cash. 

Thus we see tliat the modern system may be expressed in 
exactly the same language as the old one. Banking formerly 
consisted in the cieation and excliange of instruments of credit. 
And so it does now. Banking CMpiaily now consists in the creation 
and exchange of instruments of cre«lit, Just as much as ever it 
did. Tile onl}" diileienee is, that baiikeis have discontinued one 
form of the instrument, with which the popular Ifiea of banking 
was most closely associated, and it was by this other form of 
creating credit that tlie London Joint Stock Banks were able to 
be founded, because the wonls of tbe raonojxdy clauses of tbe 
Acts of 1709 and 1742, only s}»e(iiied the former method of 
creating these instruments of credit, 

Now, under tlie former system it was universally allowed 
that banks, by creating credit in the form of notes, created cur- 
rency; under the modem system of entries, or ‘^Deposits/ 
cheques perform exactly the same fimetions as notes, conse- 
quently, ill a scientific sense, they are to be considered as 
citrrency, and banks by their present system create credit 
now, just as much as they did before, and the suppo- 
sition that tlie Legislature can prevent banks from dealing in 
Cl edit, by prohibiting tbe issue of notes, is a mere delusion. 
But it must, at the same time, be fully admitted that Notes 
ma}" produce a greater inflation of credit than cheques, because 
there are many cases when Notes would pass, in which Cheques 
will not pass, and hence the latter system requires a broader 
basis of bullion, but yet, whenever they do pass, they are to be 
considered in all respects as the equivalents and substitutes for 
Notes. 

These considerations afford an explanation of some very well 
known phenomena, which ‘are generally misunderstood respect- 
ing Joint Stock Banks, which ])ublish their accoimts, and 
give interest on “ Deposits,"’ according to the rate of discount* 
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When the rate of discount rises very high, it is universally 
observed that the apparent deposits in banks decline, and it is 
very commonly explained by saying that when interest rises veiy 
high, people take their money oat of banks to invest it in other 
ways. But such an explanation is ijaradoxical on the face of it. 
Banks raise the rate of interest to attract money, and not to 
dri\^e it away. Besides, if one asks contractors, builders, ^c., at 
such periods, they will say that work is stopj^ed, because people 
put their money into the banks for the sake of the high interest. 
Thus we meet with two diametrically contrary assertions, as to 
the how of money at such periods, but, if we understand the real 
nature of these so-called “ deposits,” the reason of their dimi- 
nution is plain ; because, Avhen the rate of discount is raised very 
high, it stops the discount of bills, it stops the creation of Credit, 
in tact, it is not a diminution of deposits in easily but it is a 

CONTRACTION OF CrEDIT. 

The very same phenomenon is usually witnessed after a great 
commercial crisis, such as that of 1857. In July, 1858, the aggre- 
gate of deposits ” in the Joint Stock Banks appeared to be 
considerably less than that in July, 1857, and this was, in fact, 
owing to the diminished number of bills discounted from the 
general contraction ot mercantile operations, and by no means 
necessarily from a diminution in tbe actual cash deposited. 

Kow, it is generally admitted that issuing Notes is coining 
Credit ; that it is, in fact, to all intents and purposes, creating 
capital, both as regards the issuers of the notes, and their effects 
to the public, a species of capital which is liable to be destroyed, 
and is capable of very serious abuse, But, it also necessarily 
follows, from the preceding details, that the modem system of 
banking is equally coming Credit; and just as much as the 
Deposits,” or the liabilities, created exceed the actutil cash, 
they are equivalent to a creation ot Currency, and to an increase 
of Capital. 

Many persons say that Bills of Exchange are not Ciirrenoy 
because they require to be discharged in money ; and many more 
think that bills of exchange are analogous to bills of lading, 
because tliey represeni^ as they erroneously call it^ money, and 
the other represents commodities. II is perfectly true that all 
bills of exchange must be expressed to be payable in money, but 
it is a most grievous error to suppose that they are all paid in 
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money. Tlie immense majority of commercial biUs are not paid 
in money, but by credits in bankers’ books. Most men in com- 
merce, draw bills and accept bills, that is, they have Debts due 
to them, and Debts due by them. These fail due at different 
dates, and when a tiader’s acceptances are falling due, he takes 
some of the Debts due to him to his lianker, and sells them to 
him. The banker buys them, as we have already explained, by 
creating fresh liabilities of liis own, and writing down so many 
figures to his customer's credit. When his own acceptance falls 
due, and is presented to him for payment, he draws a checjue 
upon his banker, and if the holder of the bill is a customer of 
the same banker, the matter is settled by a mere transfer of 
figures in the banker’s books , if he is the customer of another 
bank, the two bankers have probably an exchange of debts, 
arising out of similar transactions on both their parts, and the 
debts are settled wdtli the payment of no more coin than the 
difference: or if as is more usually the case the holder of the 
bill has deposited it with his banker, and tlie acceptor has made 
it ]>ayable at his bankeis, who pays it, as a matter of course, as 
an ordinary cheque, the day it is due. Thus, we see, that the 
whole monetary business of the country is gradually reduced to 
the creation mid exchange of Instruments of Credit^ and tlie only 
use of the actual money is to pay tlie difiereuces. Now, this is 
the regular practice of banking : this is the way in which the 
vast majority of bills of exchange in commerce are paid, and, 
consequently, the whole system may go on for an iodefinite time 
and to an indefinite extent, without a single coin being required. 
Thus, a merchant may carry on a trade for any length of time, 
and pay bills to the amount of millions of money, and nexer 
touch a single coin. But these instruments of credit perform 
exactly the same functions as if they were coin, and in a 
scientific point of view they are to be considered in all respects 
as if they imre coins. Tiiey are all a part of the Currency. 

Both Bank Notes and Cheques are subject to the general rule 
of law, which affects aH Instruments of Credit, that wdioevcr 
'takes one in payment of a debt icitkout indorsement^ does so at 
his own peril, and has no remedy against the person lie receives 
it from, if it is not paid. And the indorsement only preserves 
the liability for a very short period; in almost all cases not 
more than 24 hours. The law intends that all bank notes and 
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clieqnes should be presented for payment within 24 hours. If 
the receiver of a Bank Note requires the transferor to indorse 
it, which is by no means nnfreqnently done, and if, on piesent- 
ing it within reasonable time, he finds the banker has failed, he 
has his remedy against the transferor, just exactly as if it was a 
Cheque. On the other hand, if he delays presenting it beyond 
a reasonable time, and then finds the banker has failed, he has 
no remedy against the transferor, either in the case of an 
indorsed bank Note or a Cheque. 

The erroneous notion of the real meaning and nature of 
deposits,” in banking language, may lead to great mistakes in 
estimating the stability of a bank. That depends upon a due 
proportion of cash being kept to meet them, and it might very ^veli 
happen, that while the ‘Oleposits” were apparently mounting 
up, and might lead many persons to believe that the actual 
quantity of cash was increased, it might be nothing, perhaps, 
but a dangerous extension of Credit. And if this were carried 
to too great a length, the bank might be in the most dangerous 
position, just when it was apparently most flourishing. A 
private banker on a large scale often has an application to place 
£10,000, or more, to the credit of a customer; if ho does this, 
it immediately counts as a Deposit ” in banking accounts. 
Again, it is a very possible case, that a large railway company 
might request their banker to place £100,000 to their credit. 
Now, if the bank does this, such a transaction goes to swell up 
the figures of Deposits ” in their published accounts, -which 
may lead to very erroneous inferences by the public, who do not 
know the mode in w^hich banking accounts are made up. 

A consideration of this example also shows the very great 
misconception that is likely to be produced by an expression 
which is very often used regarding bankers, that they are 
merely agents between persons who want to lend, and those 
who want to borrow. This is not true in the ordinary sense of 
the words lending and borrowing, because in ordinary cases of 
lending and borrowing, the lender deprives himself of the use of 
the capital he lends. But, in ordinary ‘banking, both parties 
have the complete use of the capital. The customer lends his 
money to the banker, and yet has the free use of it — the banker 
employs that money in promoting trade ; upon the strength of 
its being deposited with him, he buys debts with his promises 
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to pajj” and the person who sells the debt has the free nse 
of the very coin which the lender has the same right to demand. 

The common notion of banking is, that it consi^ts in lending 
money upon tlie security of bills of exchange. Such an idea, 
is profoundly erroneous, as it consists in buying Debts with 

promises to pay,” or creating liabilities. And the contingency 
is, that he may be called upon to pay ''hem ; no doubt tlieoreti- 
cally speaking, he is liable to be called upon to pay all those 
liabilities at a moment’s notice, just m the same way as it is 
theoretically possible that all the lives insured in a life insurance 
company may drop at the same moment; or, it is theoretically 
possible, that all the property insured in an office may be 
destroyed by fire at the same moment ; but no one expects such 
a contingency to happen. Banking is like insurance, the sum 
in cash retained by the banker is what his ^xiierience tells him 
is sufficient to ensure his being able to meet any calls which are 
likely to bo made upon him. 

In order to add further proof, if possible, of the utter fallacy of 
the common notion that discounting bills is boirowing money, 
we may state, that when a customer has discounted a bill with 
his banker, be has parted with all property in it just as with 
any other article of sale. The bill becomes the absolute pro- 
perty of tbe banker, wbieh he may sell again, or pledge, or deal 
with in any manner that suits his own interests best. Now, if 
it was a loan from the banker to bis ciistouiei*, it would mani- 
festly be tbe duty of the customer to repay the loan in clue time, 
and get back his bill, which would be merely deposited with 
the banker as security, and should be restored when the loan 
was paid, and which the banker would have no right to part 
with. But this is not tbe case. The banker does not receive 
payment from his customer, but from the acceptor of the bill, 
and he has a perfect right, if he pleases, to sell the debt to any 
one else. On the other hand, in some few instances, a customer 
does sometimes borrow money on the security of bills, and in 
these cases, the customer repays the loan and receives back his 
bills. But such cases are comparatively rare, and to be dis- 
tinguished from the ordinary business of discounting bills. 

From the foregoing considerations, we see that a merchant 
deals with credit, and a banker deals in credit. A merchant 
brings his Debts, payable some time after date, for sale, and, by 
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a floarisli of his pen, the banker transmutes them into Debts • 
payable instantly, which have precisely the same effect in com- 
merce as so man 5^ sovereigns. He reaps exactly the same profit 
by creating a credit m favor of his customer, as if he gave him 
the actual cash. And the cheques drawn against these credits, 
so created by the banker, circulate commodities exactly in the 
same manner as bank notes do, which circulate commodities 
exactly in the same manner that gold and silver money does. 
Consequently, these credits, so created by the banker, are Cub- 
BENCY, or CiECux^ATiNG IIedium. From this it manifestly 
follo-ws, that Banking Credit is Banking Capital. 

Now, in the preceding section, we have proved that mercantile 
credit is mercantile capital, and, consequently, as all credit is 
either banking, or mercantile, we arrive at this general conclusion, 
that CREDIT TS CAPITAL. 

The preceding details also show tlie prodigious error of those 
who think that banking does not add to capital, that it only 
distributes existing capital. It is unquestionably true that no 
mode of banking can create actual gold sovereigns. But if, by 
means of tlieir cre<lit, bankers can circulate their promises to 
pay, and if these be voluntarily received and accepted by the 
community at large, at exactly the same value as if they v ere 
actual sovereigns, then just by so much as they exceed in number 
the quantity of actual sovereigns in the banker’s possession, they 
are, to all intents and purposes, an addition to existing capital. 
For, not only does he save the use of the actual coin in an im- 
mense multitude of instances where it would be required if 
banking did. not exist, and liberates it, and enables it to be 
applied to promote commerce, which is in its practical effects 
identical with an addition of actual coin to that extent, but, by 
the extra multiplication of his promises to pay over and above 
that, he is enabled to make what is, to all intents and purposes, 
a farther addition to the moving power of commerce to an 
enormous extent. 

Banking is, therefore, the most potent engine for the increase 
of the moving power of any given quantity of actual capital that 
it is possible to devise, consistently with keeping up the value 
of the currency at its level with bullion. John Law says, most 
Justly: — ^^The introduction of credit by means of a bank, aug- 
ments the quantity of money more in one year than a prosperous 



§67] 


]\rECHAKISM OF BANKING-. 


573 


commerce could do in ten.” And just as banking spreads more 
extensiveljj does it multiply the producing power of the com- 
munity. Every one knows the great economising power of 
railroads in diminishing the quantity of capital required to 
supply any given demand for commodities. Now, an extension 
of banking acts piecisely in an analogous manner, but to a much 
greater degree ; for, not only does it economize the actual sub- 
stance to a very great extent, but it makes the “ piomise to ])ay ” 
of equivalent value with the actual pa3mient. And it is just in 
this multiplying power of ^capital that the principal danger of 
too rapid an extension of banking consists The rate of discount 
always depends upon the proportion between actual capital and 
the demand for it, or on the debts offeied for sale. A sudden 
change in tlie proportion of these, causes the most violent huc- 
tuations in the rate of discount. If au iinusu^il quantity of capital 
is thrown too suddenly upon the maiket, the only result must 
be a rapid and extreme fall in the rate of discount. Now, a too 
rapid extension of banking lias precisely the same effect as 
throwing a vast quantity of ea])ital suddenly on the market. 
For, not only do the actual opeiatioiis of banking have all the 
practical effects of adding to the existing capital, but to that 
will be added all the'evil elfects of over-camipetition, an unnatu- 
rally low rate of discount, thereby a dejircciation of the currency ; 
an export of bullion; a joint-stock bubble mania, with all its 
rogueries ; then a collapse, and commercial ruin. 

Great and inestimable, therefore, as are the blessings and 
advantages of banking, there is no department of trade which is 
likely to produce more fatal consequences to the pulilic by too 
rapid an extension of it, than too rapid a multiplication of banks. 
There m no Qnanift which shoiihl be looker! to with a more 
jealous eye by tlie public, or more carefully guarded against by 
the Legislature, than a bank mania. 

The preceding details also show the entire fallacy of the 
almost universal opinion, tliat the London banks, public and 
private other than the Bank of Eugland, are nieie banks of 
deposit, and are not banks of issue. Thus, IkCulloch says 
{Dletk^)iary of Commerce^ Art. Dmik) : — Banks are commonly 
divided into two great classeKS of J)a/iJ:s of JJeposH and BanlxS 
of Issm. This, however, appears, at first sight, to be rather an 
imperfect elassifiexati on, inasmuch as almost all Banks of Deposit 
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are at the same time Banks of Issue^ and almost all Banks of 
Issue are also Banks of Deposit. But there is, in reality, no 
ambiguity; for, by Banks of Deposit, are meant banks for the 
custody and employment of the money deposited with them, or 
entrusted to their care by their customers, or by the public; 
while by Banks of Issue are meant banks which, besides employ- 
ing or issuing the money entrusted by others issuing money of 
their own, or notes payable on demand. The Bank of England 
is our principal Bank of Issue, hut it is, as well as the other banks 
in the different parts of the empire that issue notes, also a great 
Bank of Deposit. The private banking companies of London, 
and the various provincial banks that do not issue notes of their 
own, are strictly Banks of BepositP 

This view is manifestly erroneous. A bank of Deposit is one 
which, like those of Yenice, Amsterdam, and Hamburg, is for 
the sole purpose of keeping the custody of money, and the 
credit it creates is exactly equal to the cash deposited. A 

Bank of Issue ” is one that, besides that, purchases bills by 
means of creating credit, in addition to the cash deposited, and 
thus adds to the quantity of the currency. How, all banks in 
England, whether they issue notes or not, added to the currency 
by creating credit, and, therefore, they are all to be considered, 
in a scientific sense, as Banks of Issue. 

The Bank Act of 1844 was passed for the express purpose of 
preventing banks from creating ci'edit, and the almost universal 
opinion is, that it does so — that it makes the currency vary ex- 
actly as if it were so. The preceding details shew that the ordi- 
nary business of London bankers consists in the daily creation of 
mUImis of prouiises to pay. The popular belief, that the Bank 
Act of 1844 prevents bankers from creating credit, is p'obably, 
since the belief in the balance of trade, beyond comparison, the 
most profound delusion that has deceived the public mind. 

It is just because fill banking advances are creations of credit, 
that every one, who really understands the mechanism of hanking, 
has declared that banking practically augments the capital of a 
country. Thus, for example, Mr. Hamilton the celebrated finan- 
cier of the United States, when called upon, as Secretary to the 
Treasury, to present a report on the expediency of establishing a 
liatioiial bank, says h— 

^^The following are among the principal advantages of a 
i and Slfuton. Vol, ii., p, 20BH 
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bank : — Firsts the augmentation of the active or productive 
capital of a country. ^ It is a well-established fact, that 

banks in good credit can circulate a far greater sum than the actual 
quantum of tlieir capital in gold and silver. ^ ^ This faculty 

is produced in various ways • — 1 st. A great portion of the notes 
which are issued, and pass current as cash, are indefinitely sus- 
pended in circulation, from the confidence which each holder 
has that he can at any moment turn them into gold and silver. 
2nd. Every loan lohlok a hanh maJees is, in Us first sha 2 '>e, a 
cuEDiT GIVEN to the horroiocr on its hooks, the amount of which 
it stands ready to pay, either in its own notes, or gold and silver, 
at his option. But in a great number of cases, no actual pay- 
ment is ma<le in either. The same circumstances 

illustrate the truth of the position, that it is 07ie of the jyrojjerties 
of hanks to merease the active capital of a coimtry. * 

This additional en^ployment given to money, and the faculty 
of a bank to lend and circulate a greater sum than the amount 
in coin, are, to all the 2 ‘>urposes of trade a? id industry, an abso- 
lute INCREASE OP CAPITAL. Purcliases and undei takings in 
general can be carried on by any given sum of bank paper, or 
credit, as effectually as by an equal sum of gold and silver. And 
thus, by contributing to enlarge the mass of industrious and 
commercial enterprises, banks become nurseries of national 
wealth — a consequence as satisfactorily verified by experience, as 
it is clearly deducible in theory.” 

Thus we see that this celebrated financier knew perfectly well 
tliat all banking advances are made by creating credit ; and he 
does not consider this to be robbery, as Mr. Mill does ; nor does 
be at all countenance the doctrine that no increase of money can 
be of any service to a country; on the contrary, he pronounces 
that it may lie extremely useful. 

Now, as we have shewn that tiiese debts may all be settled by 
the mere payment of differences between the mutual claims, it 
might so happen that they might all be equal, and no coin at all 
pass. It is perfectly possible, tlierefore, that any anioimt of 
business might be settled without any coin at all. Consequently, 
we observe that this is a very strong confirmation of vhat we 
have already said, that the quantity of money necessary in any 
country depends yqtj much, on the method of doing business, 
and has no relation to the quantity of commodities. It is very 
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common among* some writers to say that the prices of commodi- 
ties depend upon the quantity of money and the quantity of com- 
modities ; hut the introduction of the system of Credit has 
completely changed the relation of moncj and commodities. 

There is in London an office for the express purpose of ex- 
changing tlie mutual claims of those bankeis upon each other 
who are members of it. Tliis office is called the Clearing House, 
and we have given an account of it in a subsequent section, by 
which it will be seen that millions of debts, or credits, are daily 
extinguished by mutual releases. 

Now, when we see that cheques are merely substitutes for 
bank notes, that in every case where a cheque now passes, bank 
notes would be required if cheques did not exist: when we 
also see that a bill excliange on the day it is payable, becomes 
a cheque, which is equivalent to a bank note, it follows very 
clearly that all the obligations interchanged at the Clearing 
Plouse form an integi*al part of the circulating medium. Their 
being exchanged at the Clearing House can make no difference 
to what they would he if they were presented and paid by each 
banker; for they have all done their duty before they arrive at 
the Clearing House— they li a ve caused commodities to circulate, 
perhaps many more times than once before they come to be dis- 
charged. 

We sec, then, how utterly futile it is to attempt to form any 
estimate of the amount of paper currency in this country. 
Ketiirns may be made of the stamps issued for bank 
of exchange, and promissory notes; hut how is it possible ever 
to discover the amount of cheques in circulation ? If this can- 
not be done, it is useless to try to estimate the amount of the 
paper currency; and still more impossible is it to control 
the issue of paper, while the power of drawing cheques is un- 
restricted. 

The great and important i^ortion of the currency which con- 
sists of Cheques has not been sufficiently appreciated. The 
attention of speakers, writers, and legislators, on the paper mr- 
reney^ has been almost exclusively directed to bank notes; 
whereas all the ideas involved in Bank Notes are, with a small 
change in the form of expression, applicable to cheques; and 
there is no operation ^whatever which a bank can promote by 
means of Bank Notes which it cannot with equal efficacy perform 
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by means of Cbeques. If it wishes to advance a speculation, 

instead of giving its customer so many of its notes, it promises 
to honor his cheques to an equal amount. In Scotland the 
system of bank notes chjefly prevails , and cheques are of more 
recent introduction, and inoie spaxdngly used than in England. 
In this country, clieques have very greatly superseded bank 
notes, and in many instances are far superior to them. Among 
other reasons, they are not such read}^ weapons against a bank in 
the hands of rivals and enemies. It has been by no means an 
unbeard-of measure of hostility against a bank which issues 
notes, for its rhals to buy them u]> in all directions, and having 
accumulated a considerable amount of them, to present them for 
payment suddenly in a mass, in the hope that the bank may be 
unprepared to meet, on the instant, so great a deinnrul for gedd, 
and be ruined. With cheques this method of hostility is moie 
difficult. It is not easy to conceive tliat any })eison could go 
round to all the customers of a bank, and accumulate such au 
amount of Che(|ues as to render a demand for jiayinent ot them 
in gold formidable to the bank. At ail events, it would require 
a much moi’e elaborate and deep-laid plot to injure a bank by 
the method of Cheques than of bank notes. 

Seeing, then, that the nature of discounting bills of exchange 
is buying debts, wliich are to lie considereil just like any other 
articles of commerce, it follows liiat the same laws go\ern their 
exchangeable relations as timsci of any other quantities. The 
first duty of a banker is to ihaintain his own position, which he 
can only do by maintaining certain pro}>ort!ons between Ins actual 
cash and his promises to pay, or ins liabiiaies and that propor- 
tion must vary from time to time, according to circumstances. 
In times of a general failure of credit, he must maintain a very 
much larger portion of cash compared to liabilities than in times 
of general confidence. Under such circumstances, his duty is 
to contTcict his liabilities, which he must do either by refusing to 
buy Debts altogether, or else by giving a lower price for them, 
L 6., raising the Rate of Discount. And a general rise of the 
Rate of Discount has a tendency to discourage the ofieriiig of 
debts for sale, just as low price of anything else discourages its 
being offered for sale, except by those who positively require the 
cash. 

On the other hand, this lowering of the price of Debts, i e » 

2 p 
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tliis increase in the Ynlue of money, or the raising of the rate 
of discomit, has an inevitable tendency to attract bullion from 
where it is more abundant, i. e , where the rate of discount is 
lower. Wherever debts are to be bo^ight cheap, thither will 
bullion % to buy them ; wherever debts are sold dear, that is, 
wlierever money is to be bought cheap, thither will Debts fly to 
be sold, and there will competitors be to buy money. Conse- 
quently, it is an infallible law of nature, that whenever the price 
of Debts diflers in two niaikets by more than sufficient to defray 
the expense of sending bullion, it will cause an immediate flow 
of bullion to that inaiket where Debts aie to be bought cheapest, 
L 6, where the rate of discount is highest. That is to say, if 
Ihe rate of discount at Paiis is greater than at London by more 
tlian sufficient to cover the expense of sending bullion, Debts 
will fly from Paris to London to buy bullion, and bullion will 
fly from London to Paris. to buy Debts. The exchangeable 
relations of luone}' and Debts will obey e’xactly the same laws as 
the exchangeable relations of money and wheat. Consequently, 
if loft free and uncontrolled, tlie pi ices of Debts have a natural 
tendency towards equilibrium in diflerent markets. 

On Cash Cbedits. 

08. The credit created by the Bankers, in tlie operations just 
described, was employed to purchase commercial bills, which 
ax'ose out of the transfer of commo'dities, and we have seen that 
they could create credit to several times the amount of cash 
in their possession. And, according to the notions of some 
writex's, this was the limit of legitimate credit. W^e have now 
to describe a species of credit of a totally different sort, invented 
ill Scotland, and to which the marvellous progress and prosperity 
of that country is mainly due. The consideration of this will 
sorely test the dogmatic assertions of literary dreamers. 

As stated in the History of Banking in Scotland/ the Bank of 
Scollaud began the issue of £l notes about the beginning of 
the last century. In 1727, a rival bank was founded, named 
the Koval Bank. In the very contracted spliere of Scotch 
commerce, at that period, there were not sufficient Commercial 
Bills to exhaust tlie credit of the Banks, They had, as it were, a 
X Thms^ mid Pi*(dk( of Manlhig^ Vol mi. 
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superfluity of credit on hand, and the Royal Bank devised a 
new means of getting it into circulation. 

It agreed, on receiving sufficient guarantees, to open, or 
create, credits in favour «of respectable and trustworthy persons. 

A Cash Cl edit is, therefore, simply a clra\\ing account, 
created in favour of a customer, upon which he may o]>erate iu 
precisely the same manner, as on a common drawing account. The 
only difference being, that instead of receiving interest upon the 
daily h/ilanco at his credit, as is veiy commonly the custom in 
Scotland, he pays inteu^st upon the daily balance at his debit. 
It is thus an inverse drawing account. 

All these advances wore made exclusively in the Bank's own 
notes, and they were not issued on the basis of any previous 
transaction. 

Cash credits arc ap])licable to a totally diflerent class of li%ans- 
actions from those which give rise to Bills of Exchange, and Ave 
will now explain their nature more fully. 

Every man in business, however humble, or however extensiA'C, 
must necessarily keeji a certain portion of ready money by hnn, 
to answer immediate demands for small daily expenses, Avages, 
and other things This could, of com sc, bo much more profitably 
emidoyed in his business, Avheie it might produce a profit of 15 
to 20 per cent., instead of lying idle. But, unless the trader 
knew that he could command it at a moment’s nolicG, he would 
always be obliged to keep a certain portion of ready money in 
Ms own till, or he must be able to command the use of some one 
else’s till ISToaa", one object of a cash credit is to supply this 
convenience to the trader, to enable him to invest the whole of 
Ms capital in business, and, upon proper security being given, to 
furnish him Avith the accommodation of a till at a moment’s 
notice, in such small sums as he may require, on his paying a 
moderate interest for the accommodation. 

Almost every young man commencing business in Scotland, 
does it by means of a cash credit. Thus, for instance, lawyers, 
or Avriters to the signet, commencing business, have occasion 
for ready money from day to day, before they can get in pay*^ 
ments from their clients. It is a great bar to any young man 
to conimenoe the business of a solicitor Avithout capital, which 
must be either his own, or tiirnished him by his friends. It 
is an immense advantage to him and to them to have it sup- 

2 p 3 
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plied by a bank, on a guarantee, a mere contingency, which 
tliey never would give if they thought there was any danger of 
its ])eing enforced. 

These credits are granted to all classes of society, to the poor 
as freely as to the rich. Every thing depends upon character. 
Young men in the humblest walks of life begin by making a 
tiide for themselves. This inspires their friends with confidence 
in their steadiness and judgment, and they become sureties for 
them on a cash credit This in all respects, of equal y^rlne to 
them as money, and thus they have tlie means })]aeed within 
their reach, of rising to any extent that their abilities and 
industry permit them. It is an undoubted fact, that multitudes 
of men who have raised themselves to enormous wealth, began 
life with nothing but a cash credit. As one example among 
thousands, Mr. Monteitb, M.P., told the Committee of the House 
of Commons, in 1826, that he was a manufacturer, employing at 
that time 4,000 hands, and that, except with the meiest trifle of 
capital, lent to him, and which he very soon paid off, he began 
the world with nothing but a cash credit ! 

The banks usually limit their advance to a certain moderate 
amount, varying from ^8100 to £1,000 in general, and they 
always take several sureties in each case, never less than two, 
and frequently many more, to cover any possible losses that 
might arise. These cautioners, as they are termed in Scotch, 
law, keep a watchful eye on the proceedings of the customer, 
and have always the right of inspecting his accounts with the 
bank, and of stopping it at any time, if irregular. These credits 
me not meant to degenerate into dead loans, but they are 
leqiiired to be constantly operated upon, by paying in and 
drawing out. 

The enormous amount of transactions carried on by this kind 
of accounts may be judged of by the evidence given before 
the Committee of the Commons in 1820. It was then stated 
that, on a credit of £1,000, operations to the extent of £50,000 
took place in a single week. Its effects, therefore, were exactly 
the same as if there had been 50,000 sovereigns. Others stated 
that, on a cash credit of £500, operations to the amount of 
£70,000 took place lu a jmar. One witness stated that during 
twenty one years in a very moderately-sized country bank, 
operations had taken place to the amount of nearly £00,000,000, 
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and that there had never been but one loss of £200 on one 
account, and that the whole loss of the bank during that period 
did not exceed £1,200. ISTow, the whole of these gigantic 
operations were transacted by creations of pure ci*edit. At that 
time it was conjectured that there were about £12,000 cash 
credits guaranteed to persons in Scotland, and that there were 
about 40,000 persons as sureties, who were interested in the 
integrity, prudence, and success of the others. The witnesses 
before the Lords declared that the effects of these were most 
remaikable on the morals of the people. 

But the operations of these cash ci edits was ininiensly ex- 
tended beyond mere commerce, and their advantages are more 
openly and strikingly displayed in the prodigious stiimilns it 
gave to the agriculture of Scotland during the last century. 
They have, indeed, been the main cause of making it what it is. 
In the Scottish system of farming, leases almost universally 
prevail, and a faun is not entrusted to a man who is not 
educated to his business. lie usually enjoys nineteen years’ 
seoiuity of tenure; or, where leases are granted for the purpose 
of reclaiming ian<l, for much longer periods, blow, suppose a 
farmer is known to be active, skilful, and industrious, and 
obtains a farm upon lease, which is capable of great improve- 
ment, he goes to the bank, and, u})on the security of Ills lease 
and some friends, who become bound for him, the bank grants 
him a cash credit. With this advance — ^])ure Credit — he re- 
claims the land, employs the ])eople, rcajis the liarvest, and, 
when that is gathered, pays back the loan. 

It was ill this manner that that prodigious progress in agricul- 
ture was made in Scotland. There were immense quantities of 
reolaimable land, and ahundance of unemployed people, but no 
capital, or money, to set their industry in motion. Seeing this 
state of matters, the Edinburgh banks opened branches in 
numerous parts of the country, and sent down boxes full of £1 
notes, and granted cash credits to the fanners. Tiicse notes 
were universally receivetl as readily as coin. The fanners made 
their purchases and paid wages witli tliein; and the enormous 
tracts of barren land were changed into feitile corn fields. 
Now, these £l notes were not a substitute for any specie, they 
did not supersede or displace any previously-existing money, 
they were a pure aiihUoii to llie existing money; and, seeing 
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all this, what are we to say of the doctrines of those writers, 
who maintain that no increase of money can be of any use to 
a coiintryj and that to issue paper in excess of specie is robbery ? 

Commerce and agriculture, therefore, received their prodigious 
stimulus from these Cash Credits, But they were of still greater 
use ill a public point of view. Almost all the great public works 
of every description were created by means of Cash Credits. 
One witness stated that the Forth and Clyde Canal was executed 
by means of a Gash Credit of i;40,000 granted by the Royal 
Bank, And, in a similar way, whenever any other great public 
works are to be done, such as roads, bridges, canals, &c., the 
invariable course is to obtain a large Cash Credit at one of 
the banks. 

The advantage to* the person who has a cash credit is, that he 
only pays interest from day to day on the sum he actually has at 
his debit, whereas in discounting a bill of exchange, he pays 
interest on the whole amount of his credit, whether he uses it or 
not, and discount is a trifle more expensive than interest. The 
Bank would, therefore, naturally piefer to employ its resources 
by way of discount, if it could, leather than cash credit. There 
is also a further disadvantage attending them, that they cannot 
be called upon on a sudden emergency, and if there be a run upon 
the bank, the security cannot be negotiated like a bill of exchange. 
It is, therefore, only where a bank has a superfluity of credit, 
which it cannot employ jirofitahly, that it would resort to a casli 
credit, and also when there is but a slight chance of a nnr 
uj)on it. 

For these reasons, Cash Credits have always been looked upon 
with a very unfavourable eye by London Bankers, and for very 
good reasons. In the first place their' credit, until recently, was 
not so solid and wmli established as that of the principal Scotch 
banks. Tiiese originated cash credits in consecpience of their 
issuing £1 notes, and London Bankers do not issue circulating 
credit in the form of notes — they can always find employment 
ibr their cash — and they are more liable to runs. 

Ail these marvellous results, which have raised Scotland from 
the lowest state of barbarism up to her present proud position, 
in the space of 150 years, are the children of pure CaEBiT. It 
is no exaggeration whatever, but a melancholy truth, that at the 
period of the lievoluiion of 1088, and the establishment of the 
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Bank of Scotland, that country, partly owing to such a series of 
disasters as cannot be paralleled in the history of any other 
independent nation, and partly owing to its position in the very 
outskirts of the civilized world, and far removed from the 
humanizing influence of commerce, divided, m fact, into two 
nations, aliens in blood and language, was the most iitteily 
barbarous, savage, and lawless kingdom in Europe. And it is 
equally undeniable that the two great causes of her rapid rise in 
civilization and wealth, have been her systems of national Educa- 
tion and Banking, Her system of banking has been of infinitely 
greater service to her than mines of gold and silver. ]\rines of 
the precious metals would j^robably have demoralized her people. 
But her banking system has tended immensely to call forth every 
manly virtue. In the cliaracter of her own people, in tlieir 
steadiness, their integrity, tlieir honour, Scotland has found 
wealth infinitely more beneficial to her than the mines of Mexico 
and Peru. 

The express imrpose of these banks was to cieate credit, 
incorporeal entities created out of N'othbuj^ for a transitory 
existence, and then, having performed their functions, vanishing 
again into the Mothmg from whence tliey came. And has not 
this Credit been Capital? Will any one, with tliese results 
staring the world in the face, believe that it is maintained ]>y 
writeis, who are still considered as Economists, that the efleets 
of credit are ]>ure]y imaginary ! — that Credit conduces nothing 
to the increase of wealth ! — ^That Credit conduces nothing to 
production I — That Credit only tmni^fers existing capital! — And 
that those who maintain that Credit is Productive Capital, are 
such puzzled-headed dolts as to think that the same tiling can be 
in two places at once 1 I 

Now, wm observe, that these Casli Credits, which ha\e pro- 
duced, such marvellous results, are purely of the nature of what 
is called Accommodation Piqmr in England. They are not based 
upon any previous opei’ations, nor upon the transfer of com- 
modities already in existence. Tiiey are created for the express 
purpose of creating^ or fanning^ fi{f}fre products, which would 
either have had no existence at all but for them, or, at all events 
it would have been deferred for a very long |K*riod, until solid 
money could liave been obtained to produce them. Thus We 
have ail enormous mass of exchangeable propmly, created by the 
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iHore will of the bank and its customers, which produces all the 
solid effects of gold and silver, and when it has done its work, it 
vanishes again into nothing, at the will of the same persons who 
called it into existence. Hence we see that the mere will of man 
has created vast masses of wealth out of Wothhig^ and then 
Decbeated them into Nothing, which, having served their 
purpose, after a time were 

“Melted into air, into thin air.” 

But their solid results have by no means faded like the base- 
less fabiic of a vision, leaving not a rack behind. On the 
contrary, their solid results have been her far-famed agriculture, 
the manufactures of Glasgow and Paisley, the unrivalled steam- 
ships of the Clyde, great public works of all sorts, canals, roads, 
bridges, and poor young men converted into princely merchants. 

What the Nile is to Egypt, that has been her Banking system 
to Scotlaml; and it was fortunate for her that the foundations of 
her prosperity were laid broad and deep before the gigantic 
fallacy was dreamt of, that tlie issues of banks should be 
inexorably restricted to the amount of gold they displace, and 
before Mr. Mill had proclaimed to the world that those who 
created paper beyond that are robbers 1 

On Open Cuedits. 

00. We have seen that Casli Credits are always created to 
forward a future operation, and are never founded on a pa.st one. 
There is always, however, collateral security taken, so as to 
protect the Dank against loss. In the keen spliit of competition, 
however, a hazardous system has sprung up of granting these 
credits without collateral securit}^ This system is a good deal 
practised abroad, we believe, and is called OmlU a I)eeouvert, 
and, in this country, Open Credfts, It is manifestly far more 
hazardous than Cush Credits, or coiamoii discounting, because 
tliere are always two names at least in such cases. We believe 
that the Joint Stock Banks, which failed a few years ago, 
indulgeil to a great extent in this dangerous system. 

On AccomaModation 

^0. We BOW come to a species of Credit, which will demand 
great attention, because it is the curse and the plague spot of 
Commerce, and it has been the great cause of those frightful 
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commercial ciises, which seem periodically to recur; and yet^ 
though there can be no doubt tliat it is in many cases essentially 
fraudulent, yet it is of so subtle a nature as to defy all powers 
of Legislation to cope with it 

We have shown, by the exposition of the system of Cash 
Credits, that there is nothing essentially dangerous or fraudulent 
in a Credit being created for the purpose of promoting future 
operations. On the contraiy, such Credits have been one of the 
most powerful weapons ever devised by the ingenuity of man 
to jiromote the prosperity of the country. A certain species of 
this Credit, however, having been grossly misused for fraudulent 
purposes, and having produced great calamities, we must now 
examine wherein tlie danger and the fraud of this particular 
form of Credit lie. 

When a Bill of Exchange is given in exchange for goods 
actually purchased at the time, it is called a Real Bill, and it is 
supposed by many writers, and even by many commercial men, 
that there is something essentially safe in it, because, as the goods 
have been received for it, it is sup})osed they are always there to 
provide for the payment of it ; and that only so much Credit is 
created as there are goods to redeem it. Thus, in tlie article 
Credity in the Encyclopcpdla Brltannlcciy it is said: — Every 
sum of Credit, therefore, must be founded on a transfer of a 
corresponding sum of Capital, and tlie whole amount of Credit 
existing, at any time, can nevmr exceed that of the lent capital.” 

When we see such gross, dense, crassa ignorcntlla in a pnh- 
iication of tlie character and pieteiisions of the Encyelopcedlit 
Entaniiicfiy what are we to expect from the general public? 

Leaving out of consideration at present tlie cases where 
Credit is created without the transfer of any capital at all, it is 
manifest, irom the description of the system of Credit already 
given, that it is utterly erroneous to say that the rpiaritity of 
Credit cannot exceed the quantity of Capital lent. A Bill of 
Exchange, it is true, only arises out of a transfer of goods, but 
then a fresh bill is created at each transfer. In the ordinary 
course of business, there wull always be, in general, at least twice 
the amount of bills to what there ai*e goods. But if^tmmnty 
transfers took place, twenty bills would be created. If goods 
to the amount of £100 were transferred twenty times, supposing 
even that the price of the goods did not change, which it most 
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fissuredly would, there would be Credit created to the amount 
of £2j000. And it would only be the last holder of the goods 
who would have them, and be enabled to devote the proceeds to 
the payment ot the last bill otly. The remaining nineteen bills 
must manifestly depend upon other sources for payment. 

The security, therefore, which is supposed to reside in Real 
Bills, on account of their being founded on the transfer of goods, 
is shewn to be, to a great extent, imaginary. Let us suppose, 
however, that A sees that a profitable operation may be done. 
The Bank will not, as traders do, make him an advance on his 
own name alone. It must have at least two names. A there- 
fore goes to B, and gets him to join him as security to the Bank, 
on engaging to find the funds to meet the bill when due. A 
then draws a Bill on B, who accepts it to accommodate A, as it 
is called, and such a Bill is called an Accommodation BUI. 

The Bill thus created without any consideration, as it is 
tei'med in legal language, or, in common language, without any 
transfer of goods, may be taken to a Banker to be discounted like 
any other bill, an operation may be performed, and, if successful, 
the bill may be paid with the proceeds. 

Stated, therefore, in this way, there is nothing more objection- 
able in such an accommodation bill than in any ordinary real 
bill. The security is j ust the same in one case as in the other. 
In the one case goods have heen purchased, which will pay the 
bill: in the other case goods are to he purchased, whose 
proceeds are to pay the bill. In fact, we may say that all Com- 
mercial Credit is of this nature, because a Credit is created to 
purchase the goods whose proceeds are to pay it. 

There is, therefore, clearly nothing in the nature of this 
species of paper worse than in the other, and, 'when carefully 
used, nothing more dangerous. Cash Credits, which have been 
one of the safest and most profitable parts of Scotch hanking, 
and have done so much for the country, are all of this natiiie* 
They were created without any anterior operation, f<)r the express 
purpose of stimulating future operations out of which the Credit 
ivas to be redeemed. There is, therefore, not anything more 
criminal, atrocious, and vicious in the one system rather than in 
the other. Or, if there bo, the criminality and atrocity must lie 
in the difterence between have been and is lo he. 

Nevertheless, as it is iudubitably certain that most of those 
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teirible commercial crises whicli have so frequently convulsed 
the nation have sprung out of this species of paper, it does merit 
a very considerable portion of the obloquy and vituperation 
heaped upon it. It is, therefore, now our duty to investigate the 
method in which it is applied, and to point out wherein its true 
danger lies. 

The security supposed to reside in Ileal Bills, as such, is, as we 
have seen, exaggerated. But there is at least this in them, that 
as they only arise out of the real transfers of property, their 
number must be limited by the nature of things. However bad 
and woithless they maybe individually, they cmniot be multiplied 
beyond a certain extent. There is, therefore, a limit to the cala- 
mities they cause. But we shall show that, witli Accomi)todatio7i 
the limits of disaster ai'e immensely and indefinitely ex- 
tended, frequently involving in utter ruin all who are brought 
within their vortex. 

We shall now endeavour to explain to our readers, wherein 
the difference between real and accommodation paper consists, 
and wherein the true danger lies. 

Let us suppose that a manufacturer, or wholesale dealer, has 
sold goods to ten customers, and received ten honil Jkle trade 
bills for them. He then discounts these ten bills with his 
banker. The ten acceptors to the bills, having received value 
for them, they are the princijial debtors to the Bank, and are 
bound to meet them at maturity, under the penalty of commercial 
ruin. The Dank, however, has not only their names on the hills, 
but also that of its own customer, as security. It, moreover, 
generally keeps a certain balance of its customer in its own 
hands, proportional to the amount of tlie limit of discount 
allotved. Now, even under the best circumstances, an acceptor 
may fail to meet his bill. The Bank then immediately del^ils 
its customer’s account with the amount of the bill, and giv-es it 
him back. If there should not be enough, the customer is 
called upon to pay up the difference. If the wmrst comes to the 
worst, and its customer fails, the Bank eau pursue its legal remedy 
against the estates of both the parties to the bill, without in 
any way affeeding the position of the remaining nine acceptors, 
who, of coin se, are still bound to meet their own bills. Even 
supposing, however, it is only the acceptor who fails to meet his 
bill, the Bank would not probably take a second bill upon him, 
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nor wonid a dealer sell his goods again to him, after giving him 
the annoyance of having to take up his bill. 

In the case of accommodation paper, there are very material 
differences. To the eye of the banker, there is no visible 
difference between real and accommodation bills. They are, 
nevertheless, very different, and it is in these differences that the 
danger consists. 

In accommodation papei', the person for whose accommodation 
tlie drawing, indorsing, or accepting, is done, is bound to 
provide the funds to meet the bill, or to indemnify the person 
who gives his name. In the most usual form of accommodation 
paper, that of an acceptance, the acceptor is a mere surety, the 
drawer is the real, piincipal debtor. 

NTow, suppose, as before, that A gets ten of his friends to 
accommodate him with their names, and discounts tliese bills at 
his banker’s, it is A’s duty to provide funds to meet every one of 
these bills at maturity. These is, in fact, only one real principal 
debtor, and - ten sureties. Now, these ten accommodation 
acceptors are probably ignorant of each other’s proceedings. 
They only give their names on the express understanding that 
they are not to be called upon to meet the bill ; and, accordingly, 
they make no provision to do so. It any one of them is called 
upon to meet his bill, he immediately has a legal remedy against 
the drawer. In the case of real bills, then, the bank would have 
ten persons, who would each take care to be in a position to 
meet Ms own engagement ; in the case of accommodation paper, 
there is only one person to meet the engagements of ten. 
Furthermore, if one of ten real acceptors fails in Ifis engagement, 
the bank can safely press the drawer; but if the drawer of the 
accommodation bill fails to meet one of the ten acceptances, and 
the b<aiik suddenly discovers that it is an accommodation bill, 
and they are under large advances to the drawer, they dare not, 
for their own safety, press the, acceptor, because he will, of course, 
have immediate recourse against his debtor, and the whole fabric 
will probably tumble down like a house of cards. Hence the 
chances of disaster are much greater when there is only one 
per'son to meet so many engagements tlian when there are so 
many, each bound to meet his own. 

We see, then, that the real danger to a bank in beingled into 
discoimting accommodation paper is, that the position of priii- 
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cipal and surety is reversed. They are deceived as to who the 
real debtor is, and who the real principal is, being precisely the 
reverse to what they appear to be, which makes a very great 
difference in the secuiity to the holder of the bills. To advance 
money by way of cash credit, or by loan with security, is quite 
a different affair; because the bank then knows exactly what it 
is doing, and, as soon as anything occurs amiss, it knows the 
remedy to be adopted. Moreover, it never permits the advance 
to exceed a certain definite limit, but it never can tell to what 
length it may be inveigled into discounting accommodation paper, 
until some commercial reverse happens, when it may discover 
that its customer has been carrying on some gi eat speculative 
operation, with capital borrowed from it alone. 

Such appears to us to be tlie true explanation of the real 
danger of accommodation paper, and whicdi was given in the 
first edition of this woik, and we may say tliat its correctness has 
received the sanction of the high authority of Mr. Commissioner 
Holroyd, who quoted it in his judgment in the case of the great 
leather frauds, JIo7'CiNier, and Schrader^ as appears in 

the Stmi di ird, Mai cli 7 th , 1801. 

To explain how such things are possible, ^ve may, perhaps, call 
attention to a delusion whicli is very prevalent among uninformed 
writers, namely, that Bills of Exchange are paid in money. It 
is true that Bills of Exchange must always be expressed to be 
payable in money, but, as the reader may see in the preceding 
section, very few bills are really e\ er paid in money. When a 
customer has a banking account, the banker discounts his bills 
by writing down the amount to liis credit, and this credit is 
called a Deposit. The customer always pays his bills by drawing 
upon this credit, and when it gets low, the usual practice is for 
him to discount a fresh batch of bills. Thus, in ordinary times, 
the previous debts are always })aid by creating new debts. No 
doubt, if the banker refuses to discount, the customer must meet. 
Ills bills in money, but tlien no trader ever expects to do so. If 
Ms character be good, be counts upon discounts witli his banker 
almost as a matter of right, and, therefore, to call upon iiim to 
meet his bills in money may oblige him to sell goods, at a 
great sacrifice, or may cause his ruin. 

However, it is always supposed that the bills discounted are 
good ones, that is, they could be paid in money if required. 
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Tims, though in common practice very few bills are really paid 
in money, it is manifest that the whole stability of the Bank 
depends upon the last bills discounted being good ones. 

INow, let us suppose that for some time a customer brings 
good bills to the Bank, and acquires a good character, and 
thus throws the banker off his guard : meeting some temporary 
embarrassment, perhaps, he is in difficulty to meet his bills. In 
order to get over this difficulty, perhaps he goes to some man 
of straw, and perhaps, for some triding consideration, gets him 
to accept a bill, without having any pioperty to meet it He 
then takes this fraudulent hill to his banker. Thrown off his 
guard, perhaps, by his pievious regularity, tlie unsus})icious 
banker buys this bill, and gives him a deposit for it. This 
deposit goes to pay the former bills. In the mean time, the 
rotten bill is falling due, and must be met. The acceptor has 
manifestly no means to meet it, and the only way to do so is to 
ei'eate some more of these rotten bills. How, the drawer may 
be speculating in trade and losing money every day; but his 
bills must be met, and there is no other way of doing so but by 
constantly creating fresli rotten bills to meet the foimer ones. 
By this means, the piistomer may extract indefinite sums of 
money from his hanker, and give liini in return so many pieces 
of paper! How, when times are prosperous and discounts aie 
low, this system may go on for many years. But at last a com- 
mercial crisis comes The money market becomes tight.” 
Bankers not only raise the rate of discount, but they refuse to 
discount so freely as formerly ; they contract their issues All 
these rotten bills are in the bank, and must be met. But, if tlie 
bankers refuse to discount, they must be met with money. But 
all the property which tlie conspirators ever had may have been 
lost twenty times over, and, consequently, when the crisis comes, 
they have nothing to convert into money I Then comes the 
crash I Directly the lianker refuses to pay his customer’s bills 
by means of his own money, he wakes to the pleasant discovery 
that lie has been paying all his customers’ bills for many years 
with his own money I 

Tills is the rathmde of accommodation paper ; and here we 
see how entirely it difiers from real paper. Because, with real 
paper, and bond fde customers, though losses may come, still 
directly the loss occurs, there is an end of it. But with acconi- 
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modation paper, the prospect of a loss is the very cause of a 
greater one being made, and so perpetually in an ever-widenhig 
circle, till at last the canker may eat into his assets to any 
amount almost. It is also clear that if a man, having got a good 
character, may sometimes do so much mischief to a single 
banker, the capacity for mischief is vastly increased if, from a 
high position and old standing, he is able to discount with 
seveial banks, for he is then able to diminish greatly the 
chances of detection. 

It would no doubt greatly assist the understanding of this 
subject to give an account of one of these cases, but to do so at 
sufficient length would occu])y too much space in a general work 
on Economics. If any readers care to investigate the sul)ject 
more particularly we may refer them to our Theort/ and 
Practice of PanMng^ 2nd Edit. 186G, Vol. L, p. 147, where a 
full analysis of the great case of Laurence^ Mortimer , and 
Schrader is given. 


On the Transformation of Temporary Credit into 
Persianeyt Capital.^ 

71. We have now to give an example of the use of Credit 
which will startle and amaze our readers ; and of which we have 
never seen the sliglitost notice any where else. 

Sixteen hundred yeais ago Diophantus said : — Irrl Xu'Jjir 
7ro\Xa7r\a(rni(T0elcra irotel virap^ir. 

Defect multqyUed into defect gives existence — 

That is — X — == -p. So also, without any reference to 
Algebra, Homan Law said — Qui obligatione liberal ur videtiir 
cepisse <][uid — repeated in the Basilica — o eXsvdepovfiei'oc Irvxw 
ookbI tl elXrjipii'at — as De Savigny says — ‘^The release of debt is 
the gift of an equal amount of money.’’ 

Thus in Commercial Algebra a Release from a Debt is in all 
cases absolutely equivalent to a Payment in money, in strict 
accordance with, the principle that + X + is always equivalent 
to — X — . 

72. When it is published to the world that the Bank of 
England has a paid-up Capital of £14^000,000, and that the 



592 


PRINCIPLES OP ECONOMICS 


[Chap. VII. 


various Joint-Stock Banks of London Lave paid-up Capitals of 
these in agiii tildes — £ 

London and Westminster Bank - - 2,000,000 

Union Bank 1,200,000 

London Joint-Stock Bank - - - 1,200,000 

London and County Bank - - - 1,000,000 

and many others of lesser amount, does not the whole world, 
except these very few who aie conversant with the mechanism 
of hanking, believe that the Bank of England and the Joint 
Stock Banks have these sums of capital |iaid up in hard money ? 

What will they say then when they learn that this idea is 
pme 7noo7ishi/ie P Tliese Banks never had anything like that 
sum paid up in actual money at all Of course it is utterly 
impossible to tell how mucli was ever i^aid in money ; but this 
we believe we are safe in saying, that not the half of these 
sums was ever paid up in money. At least half of these gigantic 
sums of so-called paid up capital are nothing more than the 
Bankh own Ceedit turned into Capital ! 

In order to understand how this was done, we have to explain 
how the Cajiital of the Bank of England was increased in 1697. 
The first subscription of £1,200,000 was paid up in money, 
which was all advanced to Government. Tii 1696, the Bank 
stopped payment under circumstances which we have fully 
detailed elsewhere,* and its notes fell to a discount of 20 
cent In February, 1 697, Parliament took in hand the restoration 
of Public Credit. It \ras determined to increase the Capital of 
the Bank and foiir-lifths were to be received in Exchequer tallies, 
and one-fifth in the Bank’s own notes. In pursuance of this 
Act £800,000 was paid in in Exchequer tallies and £200,000 in 
the Bank’s own depreciated notes, which were taken at their 
full value as cash. And thus wc see at once that at the first 
augmentation of Capital, £20,000 of the Gajntal consisted of 
its own Depreciated JSFotes^ or CREDIT. And the Bank was 
authorized to issue an amount of Notes equal to the amount of 
this increase of Capital. 

An exactly similar proceeding is described in the history of 
banking in Scotland. ^ In 1727 the Bank of Scotland increased 

I Metion&ri/ of FoUtwal Economy ^ Art. Bauhing %n England, % 78 , and Theory 
md practice of Banling, Tot jp. 147. Edit 1866 

* Mclmnary of Political Ecmowy^ Art. BanUng tn Scotland, § 288, 
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its Capital The subscription was paid up partly in the bank's 
own notes. An outcry was made a)»aiiist tins, but tlie Diieciors 
justly answered — the objectors do not at all consider tins 
point, for the payments are many of them made in specie, and 
bank 7iol€8 are reckoned the same as Sjjccie n:hen paal 

in on a call of stocky because^ when paid In , It lesse.ss die 
Bewai^b oh the Ija}ikP 

Here we* see that the Directors clearly understood that tlio 
Mehi^se of a Debt is in all res]>ec1s equivalent to the Fayhext 
of Money, The bank ha<l isoued its notes. For whatever i\*as4 m 
they wmie issue<], they were, as said Meyatice quaatities, or ob- 
ligations, and the bank wfts delitoi to the liolders of tliein. Wlnai 
the call was made, the subscriber ipiglit either 2^oy mntny, or 
release tlie bank from its debts; and tlie two oncaations were 
absolutely equivalent. At e\ery furtber increase of (‘apit.il, tJm 
very same operation woiihl be repeated.; pa} meat i«s money and 
ill the Bank’s own notes, woiiM al\va}s be trcateil as evacti}' 
equivalent; and hence wo see that at every iVcds increase of 
capital, a certain quantity of tlie Bank’s own Tempouaiiy Cuk 
BIT would be turned into Pkemaxext Caiutal. 

Thus we sec that the Puikanient of Bnglaml and the Din^cior.s 
of the Bank of Scotland, who were wholly iimocent of Algebra, 
and were probably equally innocamt of Rmnan Law, simply 
from their own pr.ictical OunimerciaP instinct, tnated the 
Melease of a Debt as equivalent to a J^ayntent hh Money, 

Such are the methods by which the Capital oi a Joint Stock 
Bank, which issues ludes, may be increased. Tt might ]hi 
thought, ])er]ia]>s, that it is only banks vbich issue notes that 
can turn tlieir own Credit into Caj»ital. But that a complete 
error. We have seen, in this section, tliat the very essence of 
Banking consists in making ad^ances by creating debis, either 
In the form of notes, or Credits, ni their booKs, called Befomts. 
Thus, all the Joint Stock Banks in London, other than the Bank 
of England, do business exclusively by creating Bepo'^its. Kovi, 
suppose a cuspnner of one ot these Banks has a btilance, fu* 
Deposit, on his account. Tlie Bank determines to increuM* its 
Capital, and the cuslonier wishes to lake part of the stock He 
may either pay in money, or he may give the Bank a cheque 
on his account. This is exactly the same thing as pajing tlie 
Bank in its own notes. It is the Delease of n Debt, Supposing 

2 q 
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he has not enough on his account to pay for the stock he wishes 
to purchase, he may bring the Bank bills to discount. The Bank 
discounts these bills, or buys these debts, by creating aiiotlier 
debt, ill the form of a Ciedit, or a Deposit, on the customer’s 
account, which is a J^egative quantity, exactly eqniwilent to a 
Bank note. The customer then gives tlie Bank a clieque on his 
account, that is, he leleases it from the debt it has just created 
in his favour. Ancl^ tJtat DehtreleascJ^ then hecomes>‘ augmenta- 
tion of Capital. Hence, 'we see that the Bank first created the 
Credit, and it was then turned into Ca]fitaL 

It is true that this method cannot be adopted to so great an 
extent by the public wdien tlie Bank docs not issue notes; 
because the genet al public would not have any claims against 
the Bank, but only its ovii customers, and those who might 
happen to liave chcipies given to them by them. Still, as fiir as 
it goes, the piinciple is the same. And this is the way in which 
the ca})ital of all Joint Stock Banks is increased, and it may go 
on to any extent without any payment in money. 

In a precisely similar way, when great public loans are con- 
tracted lor, a very large ]>ortion of them is always created by 
means of Ciedit. The customers of a BaukAvish to subsciibe to 
a loan. They biing it a batcli of liills to discount. They draAV 
cheques against the deposits created on the discount of these 
bills. These checjues tnay be paid into the credit of the great 
contractors, at their bankers, and transferred an indefinite num- 
ber of times, Avithout ever being required to be discharged in 
money; they may, in fact, be discharged by being cancelled 
against other Credits. 


On the Cleaihno House. 

in. In the preceding section we have shewn the apifiieation of 
the doctrine of Homan Luav that the Mel ease of a Debt is an 
increase of AA’-ealth exemplified on such a scale of magnitude and 
importance, as fcAV people ever dreamt of. We have boaa" to 
an example of the Homan doctrine of CompensaUo?i 
carried out on a scale of still more colossal magnitude. 

Tiie first example of this principle that Ave are aAA^are of, 
carried out on a great scale is that mentioned by Boisguillebertd 

^ Oissertuthn sur la Kufure tics riehe$m, cli. ii. 
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The merchants of France finding it inconvenient to keep a great 
stock of bullion ready to pay tlieir bills, ado})tefl the plan in the 
IGtli century, of making all their bills payable at the fair of 
L^’-ons. The bills circulated tliioughout the. coiiiitr}, and got 
}3erhaps covered with indoisenients. At a certain peiiod dining 
the fixir, the merchants met for a general settlement and a<ljust- 
nient of accounts; and Boisguillcbcrt sa}s that by this means 
transactions to the amount of <S0 millions were settled without a 
sou in money. 

We thus see how erroneous is tlie sapposition that all Bills of 
Exchange are settled fmally in nioiKy. Even at this early 
period tlie Frencli raerchaiits liad found out llie advantau'e of 
meeting periodically to adjust their debts by matual Releases, 
or by Compensation, rather than In payment in money. The 
same practice was usual at other iaios Xow these Bills hud 
passed tlirougli many hands, and liad peribiined tiiany exclianges 
before they were e\«*.hanged and cxthiguidird, and thus they had 
performed exactly the same functions as money 

In 1775 some oi* tlie London bankers established a similar 
daily custom among themseUu'S. 

We may explain the advantages and operations of the Ch^aring 
House in detail. 

Every London laanker has, ever* morning, claims against all 
or, at least, most of his iieigitbours, and, of comse, lu* has to me(d 
claims from tbem. It ustsl to lie ihe custom for every laauker, 
the first thing in the moniing^ to sia<f out a numbir (»f clerks, 
to collect the de])ls that were due to him from hi^ neighbours, 
who, of course, were ob]ig(*d to cash or lUftes to mci t them. 
The Metropolis is portioned out into dl'^tricts called ‘Swdks” 
and eacli cleik has to collect all the bills, ch<-gu‘\<, within 
his walk. These claims aie calle<l charfji c and are paid 

usually in Banknotes, in some cases by cbe<|ues drawn the 
Bank of England. Tlie slightest rellectif>n will shew the waste 
of Bank notes, caused ]>y this barlairous and clumsy method of 
settling hankers’ charges. It is e\ blent that a a ery large amount 
of Bank notes might ho saved if the liankers hml some method 
of balancing tbeir claims against, eaeli other, and settling only 
the diiference in Bank notes. Wiiat the aimnuit of Bank notes 
whicli are positively wasted by this methotl may be is not -very 
easy to tell. It was staled in evidence, before the CommlUeo 

2 q -2 
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of the House of OoiiimonSj on one occasion, that one hank alone, 
the London and Westminster, was obliged to keep £150,000 of 
notes for this very purpose, which, by a better method, might 
have been set free, and would have, to all intents and purposes, 
been so iniieh additional trading capital. Now, if this Bank 
alone, ^ many years ago, was oblig'ed to keep this enoniioiis sum 
unprofitable, what must have heen the total amount wasted in 
this manner by all the hankei's? 

About I'ZId, the inconvenience of sending out to collect these 
charges led a number of the city bankers to organize an exchange 
among themselves, on a similiir plan to that aheady practised 
among the hanks in Edinburgh. They met in a room, and 
exchanged th-eir mutual claims against each other, and paid oiil}^ 
the dliference in cash, or Bank notes It is stated in the Bullion 
Beport, that in the } ear 1810 there weie 30 bankers who cleared ; 
that the average amount of drafts, Ac., passed through tlie 
Clearing Plouse every day was about f^jlOOjOOO, and that all the 
balances on this account were settled by about £220,000 in Bank 
notes. The Clearing House was merely an assemblage of private 
bankers; when the joint stock banks were instituted in the city, 
they were ligidly excluded until 1854, when the intolerable 
inconvenience caused to them by the large amount of notes they 
had to keep idle to meet the charges,” set a question * aioat of 
organizing miotber Clearing House among themselves. Moreover, 
if is said, that the private bankers, themselves, felt the incon- 
venience of tlie heavy ‘^charges” of the joint stock banks. 
Partly ouiiig lo these circumstances, and paitly, we hope, owing 
to the feeling against the joint stock banks having abated, the 
London and Westminster, the Union, the London Joint Stock, 
the London and County, and the Commercial Banks, were 
admitted to the Clearing House in August, IS54, and rhe 
Southwark Branch of tlie London and Westminster in August, 
1855. The latter being remarkable, not only as a branch of a 
bank being treated as an independent bank, but also as not being 
ill the City of London. The Bank of England was not .admitted 
to the Clearing House till 1804. 

The mode of doing business is as follows: — Tim bills and 
cheques which each lianker holds on the other clearing banks, 
are sorted in separate parcels, and at 10 30 a clerk from each 
bank arrives at the Clearing House, lie delivers to each of the 
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other clerks the ohligations he has against his house, and receives 
from each the obligations due from his own. A? hen these 
obligations aie interchanged, each clerk retunis to his own bank. 
The same process is repeated at 2.30. Each bank lias till 4.55 to 
decide whether it will honour the drafts upon it; if it does not 
return any drafts upon it before that hour, it is held to have 
made itself liable on them to the Clearing House. At 4.45 the 
business closes, and tlie accounts are made up ; and so admirable 
is tbe system, that in settlement of the claims not a single 
Bank note or sooereign passes. 

Each dealing bank keeps an account at the Bank of England, 
and the insj)ector of the Clearing House also keeps one. Printed 
lists of the clearing banks are made out for eacli Lank, vith its 
own name at tlie head, and the others placed in a column in 
ai])hal)etical order below it. On tlie left side of tliese names is 
a column headed ‘‘Debtors,” ami on tbe riglit side aie marked 
‘‘ Creditors.” The clerk of the Clearing ILmse then makes up 
the accounts betAveen each bank, and the illffrrtnce only is 
entered in the balance sheet, according as it is debtor or creditor. 
A balance is then struck betAveen the debtor and criMlitor 
columns, and the pa}>er delivered to tlie clerk, A\ho takes it back 
to his own bank. The balance then is not paid to, or received 
from, the other bankers, as tormerly, but it is settled AAUtli the 
Clearing House, AAdiich keeps an account itself at the Bank of 
England, The accounts are settled by means of a species of 
cheque ajjpropriated to the pm pose, called transjtr tickets. 
They are of two colours, white and green, the wliite Avhen the 
Bank has to pay a balance to tlie Clearing House, the green Avhen 
it has to receive a balance from it. They are signed by some 
authorized official of the Bank. 

By this admirable system, transactions to the amount of many 
millions daily arc settled Avithoiit the intervention of a single 
Bank note. 

The tAVO methods which London banlers have of settling 
their miitiml claims, Avhich Ave haA^e described, by collecting the 
chai'gos in tlie morning, and by the Clearing House, suggest 
seve]*al important reileotions upon tlie circulating medium, and 
the Act of 1844’. That Act fixed the sum of £145000,0003 since 
extended to £15,000,000, as tbe limit beloAV AA'hich the require- 
ments of business Avould probably not permit the inienml clrcm^ 
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lation to fall. But tliere is this objection to it, that it was 
fixed loith refereme to a particular method of doing Imsiness, 
If all the LoikIob bankers, were admitted to the Clearing House, 
there would immediately be a very large quantity of Bank notes 
disengaged from business, and they would either disappear from 
ciioiilatioii altogether, or else they might be employed as fresh 
capital in discounting bills and making loans. On the other 
hand, let us suppose the Clearing House dissolved, and the 
clearing banks to revert to the barbarous method’ of settling 
their mutual claims practised by the non-clearing banks, several 
millions of Bank notes would be required to settle their claims. 
We are satisfied that between these two extreme methods of 
transacting Inisiness — either there being no Clearing House at all, 
and all the banks demanding payment from each other of their 
claims in Bank notes, and on the other hand, all the banks 
entering the Clearingllouse, there would be a diderence of Bank 
notes necessary to transact the same amoimt of Imsiness of not 
less than c£l 2,000,000. Now, it is perfectly manifest, that if the 
Clearing House were dissolved, tlie additional quantity of Bank 
notes necessaiy to transact ]>iisiness 'would not in any way affect 
prices or ])nsiness; nor if all the banks 'were to enter it, coitld 
the quantity of Bank notes withdrawn from circulatiosi affect 
prica^s or business. Consequently, tvo observe, tliat the quantity 
of Banknotes re<|uisite to transact business depends very much 
on the ])ai1icnlar metliodof settling claims. 

It appears, then, to us to he a fundamental and philosophical 
oljeclion to all attempts to lix the miniorical amoimt of Bank 
notes wdiich may he issued by the Bank, that it depends very 
much on tlie method of doing Imsiness what amount will be 
required. Consequently, if any Act fixes that amount, and a 
change takes place in ilie method of doing business, it must 
necessarily be fatal to tlie }>rinciple of such an Act. And these 
remarks touch nut merely the Act of 1844, hut some of the 
ohjections to it; for, m ilie first idace, if the method of doing 
business upon which the Act is founded, be improved so as to 
dispense with a large quantity of the notes permitted to be 
issued by tlie Act, the Act fails in this — that it contains no 
power to compel these notes whicli are so disengaged, to be 
withdra'wn from elrciilation, which, if the principles of the Act 
were true, would be a redundancy of the curreiicy. On the 
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other hand, those persons who complain of the restricted amount 
allowed to he issued by the Act, should, in the first instance, 
economise the use of those already permitted to be issued to the 
greatest possible extent, before they demand new issues. Now, 
an improved method of doing business by the London bankers 
would certainly libeiate a very large amount of Bank notes, 
which are at present, as we may say, wasted, and afford so 
much relief to the alleged contraction of the currency. 

The operations of the Clearing House also enable us toxlispel a 
very prevalent error among those persons who maintain that bills 
of exchange are not currency ” or circulating medium, ^because 
they can only be discliarged by payment of money. Even if 
such an assertion wore true, it would not affect tlie question in 
any Avay, but the assertion itself is wholly erroneous. It is not 
true that bills of exchange can only be discharged by payment 
in money. Bills of excbange to the amount of millions are daily 
discharged without any coin whatever, just in the same manner 
as cheques are. A bill of excbange, on the day it matures, 
becomes a cheque; a cheque is nothing but a bill of exchange 
payable to bearer on demand. Now, let us take the case of a 
wholesale dealer who accepts bills to a manufacturer, and draws 
bills upon retail dealers. When he opens a discount account 
with ins banker, he brings the bills he draws iqion his own 
customers, the retail dealers, and sells them to his banker. He 
also makes the ]>ilis drawn u}>on himsdf payable at Ins bankers, 
and the proceeds of the hills he sold are ai>propnated to the 
payment of the hills he has to meet. Now, he knows when the 
bills he has accepitcd fall due, and he takes cai’e to sell some hills 
to his banker to meet them. The banker, as usual, buys these 
bills, by merely writing so many hgures — so many promises to 
pay ” — to the credit of his customer. Now, if this banker is a 
member of the Clearing House, and the banker who presents his 
customer’s acceptances for payment, is also a member of it, they 
are presented through the Clearing House, and fall into tlie mighty 
mass of transactions which are settled by its means, without any 
intervention of coin, or Bank notes. 

Now, when we see that cheques are merely substitutes for 
Bank notes, that in every case where a cheque now passes, Bank 
notes would be required if cheques had not existed ; when we 
also see that a bill of exchange on the day it is pa}'able becomes 
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a cheque, which is equivalent to a Bank note, it follows very 
clearly that all the obligations interchanged at the Clearing House 
form an integral part of the circulating medium. Their being 
exchanged at the Clearing House can make no difference to what 
they would be if they were presented and paid by each banker, 
for tliey have all done their duty before they ariive-at the Clearing 
House; they have caused commodities to circulate, perhaps 
many more times than once, befoie they come to be discharged. 

In most country towns in England of any size similar exchanges 
are organized, and the differences settled by a draft on London ; 
and ill J 860 a clearing establishment was instituted in London for 
country hankers All these institutions have the general tendency 
to constitute, as it were, all the different banks in the county one 
vast banking establishment to extinguish the credit created by 
commercial transactions, by mutual interchanges without the use 
of Bank notes or coin. What the economy of notes or coin 
may be by means of the present system of clearing, wdiioh is 
even yet far from complete, no one has the means of ascertain- 
ing. In tlie year 1 889, when we may fairly say that the present 
banking syst.em was in its very infancy, and there were only 
20 private bankers in tlie Clearing House, the claims settled there 
amoimled to £951,401,000 and these were discharged by means 
of £00,215,000 in Bank notes. At the present time the amount 
settled lias multiplied many times : during the last year the 
amount which jjassed through the Clearing House was 
£5,859,272,000 : and no notes or coin are required. But a 
consideration of the details of this system will impress the 
reader with the truth of what we have endeavoured to explain 
fully in a previous section, that a Debt is in all respects an 
article of commerce, or merchandize. In former times money 
was required to adjust the balances on unequal exchanges of 
eommmVtks ; in modern times, when commodities are almost 
universally circulated by means of Debts, and tliese Debts are 
themselves articles of commerce, money and notes are chiefly 
required to adjust the outstanding balances on unequal ex- 
changes of Debts. 
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Section VI. 

On Banks of Ckedit Foncier. 

74. When after a long period of inactivity the energies of a 
people are suddenly turned in an industrial direction, they find 
innumerable enterpiises which would be profitable, if only they 
possessed the means of setting them agoing. The quantity of 
money which was Ibund sufficient for a non-industrial people, is 
now found to be wholly inadequate to the increased demands for 
it, and the only consequence can be, that if there be a greatly 
increased demand for the existing quantity of money, the rate of 
discount, or interest, will rise pioportionably, and rise to such 
an extent as to preclude all possibility of profit from such enter- 
prises, even if efiected. 

It has been invariably found, therefore, that whenever this 
takes place, there are abundant schemes set afioat for increasing 
the quantity of money. This was particularly the case after the 
restoration, in England, when men, weary of politics and 
polemics, began to turn their attention more to commerce. 

Among fields of enterprise none appeared at that time more 
promising than agriculture. But, unfortunately, all the available 
specie was absorbed in commerce ; none was to be had for agri- 
culture, or, at least, except at such rates as to be a practical 
prohibition. 

It was this real want that gave rise to the schemes of Asgill, 
Chambeiien, and others, for the purpose of turning the land 
into money, w’^hich were so rife at that period. Among all 
of them, John Law’s has attained the greatest name. He 
perfectly well understood the powers of Credit, and he saw that 
Credit was an increase of the powers of money : but he saw that 
Credit was limited by Money, and his plan was to devise a 
scheme by which paper money should be created, which should 
maintain an equality of value with silver. 

He supposed that if the land were mortgaged to the Govern- 
ment it might create paper money to the amount of the value in 
Silver of the land, and that this paper money would circulate at 
par with silver. 

This doctrine may seem to have some plausibility in it, and 
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has many modern admirers. But, nevei'theless, whenever it has 
been tried in practice, it has uniformly been found to fail. This, 
however, is not the place to point out its error, nor to detail the 
practical examples of its failure. 

Ten yeai'S, however, after the failure of Law’s system in 
France, the Scottish Banks, by the admirable invention of Cash 
Credits, pushed Credit to the utmost extent of its legitimate 
limits, anil realized all that was practicable in Law’s scheme. 

Mo one who understands the subject can fail to see the 
enormous advantages of paper when duly administered. But 
the great difficulty in all such cases is to determine what are the 
true limits of the issues of paper. That is, to what extent it 
may be issued and maintain an equality of value with silver. In 
fact, it is one of the profoundcst problems in Economics, and of 
the most momentous consequence to the prosperity of the 
nation. 

Seeing, then, that paper money directly based upon land was 
a failure, and that the invention of Cash Credits could not be 
carried out by the timid and narrow system of foreign banks, 
the question was how to divert Capital to the land, without 
creating paper money. 

At the close of the seven years’ war, the proprietors in Silesia 
found themselves in a state of inextricable embarrassment. The 
ruin and destruction caused by the war, and the low price of 
corn, caused by the general distress, made them unable to meet 
their engagements. Interest and commission rose to 13 per 
cent. They obtained a respite of three years to pay their debts. 
To alleviate the distress arising out of this state of matters, a 
Berlin merchant, named BUring, invented a system of Land 
Credit, which has been very extensively adopted in Germany, 
Russia, Poland, and lastly in France. 

Proprietors of land can no doubt borrow money on mortgage ; 
but in every country such transactions are attended ivith many 
inconveniences. They have many expensive formalities to 
undergo, such as investigation of title, &c. Moreover, the 
difficulties and expenses of transfer are usually very great, as 
each purchaser has to undergo the same investigation and 
expense. If the debtor fails to ]>ay, die process of obtaining 
redress, or possession of the land, is usually very troublesome 
and expensive. The eonsequenci' of all these obstacles is, of 
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course, to raise greatly the terms on which money can be 

borrowed on mortgage. 

Tlio system of Government Funds suggested to Biiring the 
idea of creating a similar si^ecies of land stock. The Govern- 
ment could usually borrow much cheaper than the landloids, 
because the title was sure and indisputable, and there was no 
impediment to the negotiability. 

Biinng, therefore, conceived the idea of substituting the joint 
guarantee of all the proprietors for that of individuals, and 
establishing a book in which this land stock should be registered 
and be transferable, and the dividends paid exactly in the same 
way as the public funds. The Credit, therefore, of the Associa- 
tion, was always interposed between the lenders and the 
borrowers. Those who bought this stock looked only to the 
Association for payment of their dividends, and the borrowers 
paid all interest, &c., to the Association, which took upon itself 
all questions of title and security. The whole of these obligations 
were turned into slock transferable in all respects like the public 
funds. Such is the general design of these Associations. It is 
plain that they avoid the rock of creating paper money, while 
they greatly facilitate the application of Capital to the land. 
They, in fact, do nothing more than turn mortgages into 
stock. 

There are different methods of organizing such Associations, 
but we may say in a general way that the system was introduced 
into Silesia in 17 70 ; the March of Brandenburg, in 1771 ; 
Pomerania, in 1781 ; Hamburg, in 1782 ; West Prussia, in 1787 ; 
East Prussia, in 1788 ; Luneburg, in 1791 ; Esthonia and Livonia, 
in 1803 ; Schleswick-IIolstein, in 1811 ; Mecklenburg, in 1818 ; 
Posen, in 1822 ; Poland, in 1825 ; Kalenberg, Grubenhagen, and 
liiideslieini, in 1826 ; Wurtemberg, in 1827 ; Ilesse-Gassel, in 
1832 ; Westphalia,, in 1835 ,; Gallicia, in 1841 ; Hanover, in 
1842 ; and Saxony, in 1844 . 

These Associations are divided into two classes. 

The first are private associations, and these again are divided 
into companies founded by the borrowers, and financial compa- 
nies founded by the lenders ; the second are associations founded 
by the State or the provincial authorities. 

M. Josseau has published a work ^ giving an account of these 

^ 2\aite du Credit Foncicr, 



604 PRINCIPLES OF ECONOMICS. [ChjIP. VII 

institutions to wliich we must refer those whose wish complete 
details about tlieni. We will only mentioned one. 

The Societe de Pomerania, called Landschaft, or PajidscJiaft 
Oasse, founded in l^Sl, was an advance of 200,000 thalers from 
Frederich II., and with revised statutes, in 1846. 

The Company creates negotiable obligations at per cent, for 
1 00 thalers and upw^ards, and 3-J- per cent, below, payable half- 
yearly. 

The proprietor pays 4 per cent, interest, and ^ per cent, for 
expenses of management. 

The holder of the obligations has, as security for their payment, 
the entire capital of the Company, the land specially mortgaged 
for them, and the liability of all the proprietors of the circle, and, 
if that should fail, all the proprietors of Pomerania. There is no 
priority of preference among the obligations. The holder may 
take away the negotiability of the notes, which can only be 
restored by a Court. The holder cannot demand repayment, but 
the Company may j^ay oif their bonds. These bonds can only be 
issued on property in the power of the Company. 

The head office of the Company is at Stettin. A royal 
commissioner has the surveillance of its operations, and presides 
at the general meetings. The administration consists of a 
director and two assistants. There are four departments in the 
country, ^with a director at their head, and several branches to 
each. These branches have to make all the necessary inquhies 
concerning the property upon which loans are to be advanced. 

The boiTowmrs receive the Gom])any’s bonds at the exchange 
of the day, in sums of 200 or 1,000 thalers. For one-tenth of the 
loan they may have 100, 50, and 25 thaler notes. ^ They may pay 
either in money, or in the Companj^’s bonds, which they may 
purchase from the public. Overdue coupons are also received 
as rc 3 ady money. Thus, again shewing that the Release of a 
Debt is equivalent to the payment of money, or — x — == + x 
A debtor may at any time pay off his debt, on giving 
8 months' notice before the payment of the coupons, and paying 
a deposit of 5 per cent. The Company may also redeem its 
bonds on giving 6 months’ notice. In IBS'!, its bonds in circu- 
lation amounted to 55,602,844 dollars, and they were above par. 

Such is a general outline of their constitution. The various 
Banks in different countries differ in some of their details. But 
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it would occupy too much space to be given here. We have 
elsewhere ^ given an account of them taken from M. Josseau’s 
work. 

These institutions have had the most remarkable effects in 
promoting the agriculture of the countries they have been founded 
in. Their obligations have maintained through all crises — iiion(‘- 
tary, wai-j and revolutionary — a steadiness of value, far beyond 
any other public securities whatever, either government or coni- 
mercial. M. Josseau states ^ that in a population of 27,82^,990 
the negotiable Z/ettres de Gar/e, or Pfandbrlefe, amount to about 
540,423,158 francs. In 1848, when all public secuiities fell enor- 
mously, owing to the revolution, the Pfandbriefe kept their value 
better than anything else. The Prussian funds fell to 09, the 
shares of the Bank of Prussia to 63, and the Bailroad shares to 
30 to 90 per cent., whereas the Land Credit bonds, producing 3-t 
per cent, interest, in Silesia and Pomeiania stood at 93 m West 
Prussia at 83, and in East Piussia at 96. In 1850, those pro- 
ducing 4 per cent were at 102 in Posen, and at 103 in Mecklen- 
burg. 

* Dicfiona^y of Pohtictd Fconowy^ Ait, Oiedit Fonacs', 

Trade du Ctcdit Foncia^ Intiod, ih 



CHAPTER YIIL 


OH THE SELF-GOHTRADICTIOHS OF J B. SAY AHD 
MR. J. S. MILL OH THE SUBJECT OF CREDIT. 

1. Sorely against oiir will, when we are anxious to press on 
to the exposition of the scieiicej we are compelled to delay our pro 
gress to shew tlie extraordinary self-contradictions of J. B. Say 
and Mr. J. S. Mill on the subject of Credit. We have already 
been detained at consideralde length ni tlie preceding chapter, 
in pointing out various cironeous notions on Credit, and we 
would fain pass oipbutw’e cannot; the subject is too im])ortant 5 
and the two writers -^ve have mentioned have done too much 
mischief to he passed over. 

Up to the beginning of the present century, we may say that, 
with the excej)tion of one eminent writer with whom the mis- 
conception originated which has done so mucli harm, there was 
no diiference of opinion on the subject of Credit. All writeis 
previously to that time, seeing that Credit in tlie form of Bills 
of Exchange and Bank Hotes performed the same functions as 
money in circulating commodities, classed Credit under the title 
of Capilab But no one had worked out the Tlieory of the sub- 
ject, or had demonstrated the true limits of Credit. 

Every one knows, however, that in recent times the most 
unsparing ridicule *has been poured on the doctrine that Credit 
is Capital. J, B. Say made the wondeiful discovery tliat the 
whole world was under a delusion, and that, when all the world 
said that Credit is Capital, they were such dolts as to maintain 
that the same thing can he m two places at once 1 ! 

Turgot was the oiiginator of the fallacy which has caused so 
much mischief. When he was at college, in lYfO, and only 22 
years of age, he began to reflect on Law’s system of Paper 
Money, which had produced such a frightful catastrophe in 
France, 20 years before. A letter he addressed to the Abb6 de 
Cice ^ contains an expression which has been the key-note of a 

1 U pajmr a la mmmie. (Euvres de Turgot, Vol 91. 
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fallacy wbicli, taken up by J. B Say, has been sedulously propa- 
gated by many writers 

He says In a word all Credit is a loan, and has an essential 
relation to its repayment.” Here we see the first statement ot 
that gross confusion of ideas on tlic subject of Credit, which is 
so prevalent at the present time. ‘Preceding writers had always 
seen that credit is a species of property which might be bought 
and sold, and for that reason is called, Pecimuij Merx^ Xpiifia, 
Upctyfia, in Roman Law. But Turgot makes Credit to be an 
operation. To say tliat Credit is transfer,, is as gross a miscon- 
ception of the nature of the thing as to say that a guinea is the 
transfer of a book 1 Turgot, rightly enough, says that every 
Credit implies a future repayment. That is true : Credit means 
the Right to a future payment. And it is precisely because this 
Right is excliangeable for some tiling at a future iieriod, that it has 
Value. Turgot’s remark, therefore, that every Credit implies a 
future payment, though true, had nothing to do with the <|ues- 
tion; because as long as Law confined himself to Credit his 
Bank was magnificently successful, as we have shewn elseivhered 
It was not his system of Credit which produced the catastrophe, 
but his system of Paper Monet, which was not redeemable in 
money. Law perfectly wmll understood the limits of Credit ; but 
he tried to devise a system of P.umn Money, over and above 
Paper Credit; and it ivas the system of Paper Money which 
produced the catastrophe, as ive have shewn very fully in llie 
article just referred to. Hence we see that Turgot’s remark 
though true, wholly misses the mark. 


On the Self-Contradiction of J. B. Sat on the subject 
of Credit. 

2. J. B. Say, following up the erroneous notion of Turgot, 
invented the phrase whicli so many unthinking writers have 
echoed from that day to this, that those who consider Credit to 
be Capital maintain that the saine thing be in two places at 
once / 

We shall find that all this confusion has arisen from Say never 
having thouglit out carefully the fundamental conceptions of 
the science, and his incredible self-contradiction on almost every 
^ Pictiomy tj of Political Economy^ A? t Bmhing in France^ % 486. 
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one. Say’s name stands so high in tlie subject, and his doctrine 
has been choriissed by such a niiiltitude of writers, and the 
matter is in itself of such really transcendant importance^ that 
we are compelled to give some space to a tlioiough investiga- 
tion of his view's. We must therefore inquiie into his notions 
of Wealthy Value, Capital, and Credit. 

Oi % J. B. Say’s definition o/ Wealth. 

3. It is very commonly supposed that Say was the first writio” 
to introduce immaterial products into Economics This how'ever 
we have shewn- to be at error, as Smitli expresdy enumerates 
the “ acquired and useful abilities of tbe inhabitants ” us part of 
the Wealth of the Society. We have shewn that Smith admits 
Paper Credit to be Cajjitnl. Thus recognirAiig the existence of 
Three species of Wealth. Say does exactly the same, and be 
also enunievates several other species of Incorpoi eal Property. 

Say defines Wealth tbus^ — “ The exclusive possession wdiich 
in the midst of a niiinerous society, clearly distinguishes the 
property of each person, causes this sort of thing, to be the 
only one to Avhich in common language the name of Wealth is 
given. . . . Prom this circumstance not only those things 

which are capable of satisfying directly the wants of man such 
as nature and society liave made him, but the things which can 
only satisfy them indirectly by furnishing the means of procur- 
ing that which serves directly, as money, Instkxjments op 
CiiEDiT ( Titres tie Crennee), the Funds^ &c,” 

Again after speaking of things of Value such as the earth, 
metals, money, corn, stulTs, *fcc., he says^ — ^‘If one gives also 
the name of Wealui to tbe Funds, Commercial Paper, {effeU 
de eoniuierce)^ it is clear &c.” 

Again he says ® Y ou see that W ealth does not depend on 
the kind of the things, nor upon their ph} vsical nature, but on a 
moral quality whicli each one calls their Value. Value alone 
transforms a thing into Wealth, in the sense in which this wmrd 
is synonymous with blens or property. The Wealth which 
resides in anything, whether it be land, a horse, or a Bill of 
Exchange, is proi^ortional to its value. When we speak of 
things being Wealth, we do not speak of other qualities which 
they can have; we only speak of their Value.” 
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Thus we have shewn most conclusively that J. B. Say makes 
the principle of Wealth to reside exclusively in Exchangeability j 
and he expressly enumerates titres de creance^ and effets de 
commerce^ that is Negotiable Paper, or Credit, as Wealth. 

On Say’s Definition of Value. 

4. We shall find exactly the same incongruities in Say’s notion 
of Value, as has been the ruin of so much modern Economics. 
He over and over again says that Value is something external to 
an object for which it can be exchanged, and then he repeatedly 
speaks of IntrlnsiG Value, without the least idea that these are 
contradictory conceptions. 

To show this we can only quote a few passages out of many. 
Thus he says' — “ The second circmnstance to be remarked relat- 
ing to the value of things, is the impossibility to appreciate its 
absolute magnitude. It is never anytliing but comparative. 
When Isay that a house which I point out, is worth 50 thousand 
francs, I afiirm nothing but that the value of this house is equal 
to the sum of 50 thousand francs ; but what is the value of this 
sum ? It is not a value existing by itself, and without a com- 
parison. The value of a franc, of 50 thousand francs, is composed 
of all the things which one can buy for these different sums. If 
one can, in giving them in exchange, have a greater quantity of 
corn, sugar, &c., they have greater value relatively to these other 
things ; if -one can have less, they have less value ; because the 
value of a sum of money, like all other values, is measured by 
the quantity of things which one can get in exchange. 

^^The idea of value resembles the idea of distance. We 
cannot speak of the distance of an object, without.making men- 
tion of another object from which the first finds itself at a certaim 
distance. In the same way, the idea of the Value of an object, 
always supposes a relation with the value of something else.” 

Again in the same chapter — “ These same principles shew that 
gold, silver, and money, are not sought for themselves, and are 
only of the value of what tliey can buy.” 

We need not overload our pages with more quotations. These 
are sulficient to shew that Say fully admits that the Yalue of a 
thing is what it will exchange for ; if it will exchange for more, 

^ OouiSj Pt , 1, cli 1 
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it has greater value ; if it will exchang'e for less, it has less vakic; 
and if it will exchange for nothing, it has no value. 

Moreover, >Say repeatedly acknowledges that Yahie is a quality 
of the mind ; and that it is the mind of man only that confers 
Value. Thus, he says^ — “Nevertheless, Value is purely a 
Moral Qmbty^ and which appears to depend upon the fugitive 
and changeable will of men.” 

So also — “In order that a Value may be Wealth, this value 
must be recognized not by the possessor only, but by every other 
person.” 

Here Sa}’' admits that Value does not depend upon a single " 
mind, but upon several, lie goes too far in saying every one, as 
two minds are necessary and sufficient to constitute value. 

So also he says ^ The Value which men give to things , . * 

It is always true that if men attach Value to a thing.” 

Now we have shewn in these passages that Say clearly admits 
that Value is not an absolute quality of a thing; tliat it is 
external to itself ; that it is tlie thing for which it can lie 
exchanged; and that it originates in the mind of man. Now 
after all these admissions, what can be more contradictory or 
absurd than to speak Liirlnuo Value? 


On Sat’s DiSFimTioisr of Capital. 

5. We have now to lay before our readers the exVaordinary 
vself-contradictions of Bay on the subject of Capital. 

Fii-st of all, Say says that Immaterial and Incorporeal 
Qaanfitles are p>art of Mat ion al Wealth. 

He says® — “The nature of Ca]>itals, the nature of their 
functions shew us very important truths. One of them is tliat 
•Productive Capitals do not consist in fictitious and conventional 
values (?), but only in real and intrtnde (!) values, which their 
possessors judge convenient to devote to production. In fiict 
one cannot buy productive services except with material objects 
having an witrimic (!) value. We cannot amass as Capital, and 
transmit to another person anything but values incorporated in 
material objects.” 

^ Coui'Sn a(<)t ^enemies. 2 Timte, p 57 

li /j rh 
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Again ^ From the nature of immaterial products, it follows 
that we cannot accumulate them, and that they do not serve to 
augment the national capital. A nation in which there is found 
a crowd of musicians, of priests, of employh^ may be a nation 
Very much amused, well taught, and admirably well administered, 
but that is all. Its <^apital does not receive from the labours of 
these working men any direct increase, because their products 
are consumed immediately they are created.” 

We have shewn, at p. 2G6, how completely Say has demolished 
this last argument. 

Again ® — “All transmissible capital is composed ohnaterial pro- 
ductSj for nothing can pass from hand to hand but visible matter.” 

6. We have now to shew that Say says that Immaterial and 
Incorporeal Gapitalu part of National Wealth. 

He says ® “ Since it has been proved that Immaterial Property, 
that talents, and acquired personal qualities form an integral por- 
tion of social wealth ” 

Again ^ — “We must include among Capitals many hiens^ 
which have a Value although they are not material. The Practice 
of a Lawyer, or a Kotary, the Goodwill of a shop, the reputa- 
tion of a Sign, the Title of a periodical work, are incontestably 
wealth : wo may sell them, and buy them, and make them the 
subject of a contract, and they are Capitals, because they are 
the fruits of accumulated labour. A Lawyer by the wisdom of 
his advice, by his assiduity and other qualities, has made the 
public conceive a good opinion of his chambers; this good 
0 ]>mion gives him tlie right to larger fees : this increase of profit 
is the revenue of a Capital, called reputation : and this Capital 
is the fruit of the Labour and care which the lawyer lias taken 
during many years.” 

In a note to one of the passages previously cited, he says — 
“There are Capitals which are not incorporated in material 
things, as the practice of a notary, or a commeicial enterprise: 
but this portion of Capital'll a very real Value.” 

Again-— “ The only immaterial Capitals which I knew of are 
the Practice, the Goodwill of a shop, a profession, of a news- 
paper ; one can alienate, one can sell, a caihtal of tins species.” 

1 TiaiU\ BK 1, cli 13 - DtfimiiunSi at the aulof the Tiuite, 

^ Gours^ Coiisidcratiom G^neiales. ^ Corns , Pa)t. iv , c . 5 

2 E, 2 



612 


PPJKCIPLES OP ECOlSrOMICS. 


[Chap. VIII 


So cigam ^ Witliout a classification of tilings possessed 
embraces them all in making a valuation of the wealth of a 
nation, a community, a private person, we are never certain of 
making them complete. 

“Our propel ty comprising our Wealth, whatever it is, com- 
prises our natural qualities, as well as our social riches.” 

And after going through several descriptions of personal 
talents, he says — “ What I have said is sufficient, I think, to 
convince you that industrial faculties are Property of the same 
kind as all others ; and it is only in regarding them as equal to 
all others that we obtain all the social advantages attached to 
the Right of Property. For the same reason this kind of 
property although it is difficult to be expressed in figures, forms 
nevertheless part of the general wealth of a nation. A nation 
where indiisti ial capacities are more numerous and more eminent 
than elsewhere is a more wealthy nation.” 

We simply lay before our readers the above extracts, contain- 
ing the most manifest self-contradictions as to what is to be 
included under tlie name and nature of Capital. 

When he comes to enumerate what things are Capital, he 
says® — This is why from the moment that this value resides in 
objects employed in a productive operation I name it Capital^ 
whatever be the objects in which it resides.” 

Again® — “These capital values may consist of the Public 
Fmids^ Commercial Paper, coffee berries, or any other mer- 
chandize which he will sell.” 

Again ^ — “The form under which Capital Yalue presents 
itself makes no difference.” Thus we see that under the titles of 
Wealth and Capital, Say expressly includes litres de erkmee , and 
effeU de coranierce, which are Credit ; hence Say has, as we have 
already shown, distinctly said that Ckedit is Capital. 

Say’s Opinion on Insteuments of Ceebit. 

After having shewn so distinctly that Say, in accordance 
with Smith and all previous writers, enumerates Credit under the 
title of Capital, we may wonder liow he has proved that those 
who say so, say that the same thing can he in two places at once. 

^ Com$, Ft IV , c7i. S. ® Corns, Ft I , cA. 5 

S p, ISl 4 rud ,2^ 135, 
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After Ills extraordinary seif-conti’adictions on the subject of 
Capital, our readers may be i)repared to dud that it all proceeds 
from his own confusion of ideas 

He says ^ “ A bill on demand, or a bill of exchange, are obli- 
gations contracted to pay, or cause to be paid, a sum either at 
another time, or in another place. 

The right attached to this order (although its yalue is not 
demandable at the time or the place where one is) gives it never- 
theless a PuESENT Value, more or less great. Thus a bill for 
100 francs, payable at Pans m two months, may negotiated 
or sold for the price of 09 francs , a bill for a similar sum 
payable at Marseilles at the same time, will be worth at Paris 
perhaps 98 francs. 

“ Hence a bill of excliange by virtue of its future value, has a 
Pkesejst Yat.ue, it can be employed instead of money in every 
species of purchase, so that tlie greater part of the great com- 
mercial transactions, are effected by bills of exchange.” 

Again he sa} s ^ There is nevertheless an important obser- 
vation to make relating to ^the representative signs of money. 
It is that they are capable of lendering a service exactly similar 
to the money they represent. If any one signs an obligation by 
which he binds himself to deliver at a fixed period, a cloak made 
ill such a fashion, this promise, although it is in some sort a 
sign, or pledge, of the possession of the cloak, cannot take its 
place : because a sheet of paper does not protect fi om cold, like 
a cloak : whilst the signs which represent money, can replace it 
completely, and render all the services which it can. In fact the 
qualities which make a bag of money serve us in exchanges, 
can be found in a bill. These qualities you will remember 
are — 

First in the Value which it has One can give a bill exactly 
the same value as to a sum of money : m giving the bearer the 
right to receive the sum, so as to take away from him all doubt 
as to the payment ; it is thus that a bank note can circulate ton 
years in pieserving a value of a thousand francs without being 
paid, only because one believes that he will be, the moment he 
pleases.” 

How having laid before our readers these explicit declarations 
that a bill, which is Credit, may perform all the functions of 
^ Tmite, Bh. 1, cli 30 Cotirs^ PO ///, Di'b. 3, ch 27. 
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money we will quote tlie passage which has been the foundation 
of so iiiiieh misconception. 

He says ^ “ It is sometimes thought that Credit imiltiplies 

Capital, This cri or which is found frequently reproduced in a 
crowd of worksj of which some are written professedly on 
Political Economy, supposes an absolute ignorance of the nature 
and functions of Ca})itals. A capital Is ahoaijs a very real 
valve^f.xed In a matier (//) /. because immaterial 2^^'odiieis are 
'not siiseeptihU of accimvuhition (!^ and a mater kd product 
cannot be in noo places at onre^ and serve two at the 

same time f I), Tlie constructions, the machines, the provisions, 
the iiiercliandize wliicli compose my Capital, may be the amount 
of the values I liavo boiiowed ; in this case, I carry on my 
industry v ith a canital which does not belong to me, and which 
I hire ; but certainly the capital which I employ is not employed 
by another. lie who lends it to me is debarred from the power 
of working it elsewhere. A hundred persons can merit the same 
confidence as me ; but this Credit, this confidence merited does 
not multiply tho siiiii of disposable capitals ; it only causes less 
capital to be kept without use.” 

The utter confusion of ideas is here manifest; Say in this 
passage evidently considers the Credit to be the thing lent. 
Whereas the Credit is the titre de creance, which is created to 
tnensfer the thing. 

He also says ” — “ The manufacturer who buys on credit raw 
materials, borrow^s from the seller the value of this merchandize 
for the time of tlie Credit which he gives him : and this value 
widoh he lends him is furnished in merchandise, which are ma- 
terial values. 

Hence if one can only borrow and lend Capital in material 
objects (!) wbat becomes of this maxim that Credit multiplies 
Cai>itals? My Credit can cause me to di.s|}Ose of a material 
value which a capitalist has jilaced in reserve; but if he lends 
it to me, he remains deprived of it; he cannot lend it to another 
person at tlie same time; the manufacturer who uses this value, 
who consumes it, to accomplish a productive operatioiq prevents 
aiiotlier niaiiiifactiirer employing it in his own.” 

The misconception on which the whole of this passage is 
founded is plain, and Hay’s self-contradictions on the subject of 
i TtwU' B n., f' S ^ Corns, Pt,, IcJi. 9 
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capital are also plain. lie says in the passages last qiioterl, that 
Capital is always a very real value lived in a matter ! Why, he 
himself has told ns that tliero is Incorporeal Ca}>ital not lived in 
anjr matter whateverj such as Co})yi3ght, c%c. He then says that 
Immaterial products are not susceptible of accumulation ! 
What ! cannot a man be possessed of .0100,000 of Funded 
pioperty? and of the Copyrights of Books, and of a number of 
Bills of Exchange*? lie then says that a material product 
cannot be in two pLices at once. Bat who said it could — ^exccjit 
Sir Boyle Roche, the famous Ilibermaii, — and even ])e limited 
this power to birds ? NeitiKW, however, can an immaterial 
product be in two places at once, that we are awaie of; so tliat 
it makes not nuich dilferciice as to its being in two places at 
once, whetlier the product is mateiial or iminaterial. IIesa}S 
tliat material merchandise lent cannot serve two poisons at once 
No one says it could ; but that has nothing to do with the 
question Because it is not tlie mercliandise wliich is the Ciedit, 
but the Debt ereate^I in exoluinije for the merchandise^ wliich is 
valuable property in itself, and may be used to buy other 
articles, and therefore is productive capital, or else it may be 
discounted by a banker, an<l the proceeds used in the same 
manner. 

Now when it is cleaily understood that the Credit is the Debt, 
or Right, created whicli is recorded on paper, Say himself says 
it is Capital. He says ' — ‘‘ Every private pei son can sign an or- 
dinary bill, and give it in payment of merchandise, provided 
that the seller consents to receive it as if it were money. This 
seller in his turn if he is the buyer of otlier merchandise, can 
give the same bill in payment. The second acquirer can ])ass 
it to a third with the same object. There is an obligation which 
circulates: it serves him who washes to sell; ii serves him who 
wishes to buy : it dlls the office of a sum of money. 

“ The value of a sign depends on the value of the thing signified : 
but in order that this value may be exactly as great as that of 
the thing of which it is the pledge, the payment of the bill must 
not only be certain, but demandable on the instant. . . . 

If bills of credit could replace completely metallic money, it 
is evident that a bank of circulation veritably augments the sum 
of national Wealth; because in this case tlie metallic wealth be 

^ Cours, Pf IIL, ch 18 
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coming superfluous as an agent of circulation, and iievertlieless 
preserving its own value, becomes disposable, and can serve 
other purposes. But bow does this substitution take place? 
Wliat are its limits ? What classes of society make their profit 
of the interest of the netv funds added to the Capital of the 
nation ? 

According as a bank issues its notes, and the public consents 
to receive them on the same footing as metallic money, the niiin- 
ber of monetary units increases 

We must not, however, think that the value withdrawn from 
the sum of money, and added to the sum of capital-merchandize, 
equals the sum of notes issued. These only represent money, 
when they can always be paid on demand ; and for that, the bank 
is obliged to keep in its coflers, and consequently to withdraw 
from circulation, a certain sum of money. If, suppose, it issues 
100 millions of notes, it will withdraw, perhaps, 40 millions in 
specie, which it will })ut in reserve, to meet the payments which 
may be demanded of it. Therefore if it adds to the quantity 
of money in circulation 100 millions, and if it withdraws 40 
millions from circulation, it is as if it added only 60. 

We now wish to learn what class of society enjoys the use 
of this New Capital.” 

Say then goes on to explain how this JVew Capital is em- 
ployed, and who reaps the profit of it. 

We need say no more upon this weary subject. The whole 
misconception is now cleared up; and we have shewn most 
clearly that Say expressly declares the Bank Notes, which are 
Credit, to be Capital. 

On the Self contradiction of Mr. J. S. Mill on the subject 
of Credit, 

8. Turgot was the writer, as we have shown above, w^ho 
started the erroneous notion that Credit is the transfer of some- 
thing ; and J. B. Say extended the error by saying that Credit 
could not be Capital, because the same thing cannot be in two 
places at once. These two sentences have been repeated by a 
iniiltitiide of iinthinldng writers in France and England from 
that day to this. The number of writers who have reiterated 
thcHO absurdities is so great that we have no room to notice theni^ 
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especially as we have shewn the misconceptions and self-contra- 
dictions of Turgot and Say who were the sources of the error. 
We can only notice Mr. J. S. Mill who has joined in the sneer, 
and see whether he is more consistent with himself than Say. 

Let ns first examine Mr. Mill’s definition of Wealth. He 
says^ — “Everything forms therefore a part of Wealth which 
has a power of purchasing.” Again he says of Credit^ — “For 
credit though it is not productive power, is purchasing poioerP 
“ The Credit which we aie now called upon to consider, as a 
distinct purchasing poioer^\x\diQp&L\(im.t of money.” 

Now, if everything is Wealth which has a power of purchasing 
— and if Credit he purchasing power — why of course Cicclit is 
Wealth ! That is a Syllogism from which there is no escape. 

Thus we have shewn that Credit is expressly included under 
Mr. Mill’s definition of wealth : we have already shewn in a 
previous chapter Mr. Mill’s inconsistencies in his definition of 
Wealth. 

Let us now turn to Mr. Mill’s definition of Capital. He 
gays ^ “ Capital, by persons wholly unused to refiect on tlie 
subject, is supposed to be synonymous with money. To expose 
this misapprehension, would be to repeat what has been said in 
the introductory chapter. Money is no more synonymous with 
capital 'than it is with wealth. Money cannot in itself perform 
any part of the office of capital, since it can afford no assistance 
to production » To do this it must be exchanged for other things ; 
and anything lohich is susceptible of being exchanged for other 
things^ is capable of contributing to production in the same 
degree^"^ 

Now, deferring for the i^resent enquiring what the meaning of 
production is, we see that Mr. Mill says that money conduces to 
production by being exchanged for other things, and he says 
that AiSYTHixG which may be exchanged like money may 
conduce to production in the same way. Now if Bank Notes, 
and Bills of Exchange can be exchanged for other things they 
may be productive Capital in the same way that money is \ by 
Mr. Mill’s own admission. 

Thus we see that Mr. -Mill has already, by implication, 
admitted that Credit may be Capital. And this doctrine we shall 

^ Bemmls. ® BooJe in., ch, 2, § 3. 

3 A/ife, p 147 ^ Bl i ^ cJi, 4. 
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find he still more explicitly states when he speaks of credit itself, 
B. ill . 5 c. xi., is headed, “ Of Credit, as 'a substitute for money.” 
Now, we observe tliat if one thing is to be a substitute for 
another, it must be of the same general nature. Not so high, or 
excellent in degree, perhaps, but still it must be of the same kind. 
Things of totally dnfcrent natures cannot be substituted for each 
other. Thus, for instance, if a man cannot get xxx ale, he may 
have to put up with swipes, as a suhstitute But a pair of shoes 
could novel be a suh^tltule for a glass of ale. If, therefore, credit 
is to he a substitute for money, it must bo of the same general 
nature as money. Now money, as every one knows, is separate 
and independent exchangeable pio]>erty 5 and consequently, 
Credit must be so also. Money, if used in a certain way, is 
ca})ital ; Credit must also be capable of being used as capital as 
well If money, therefore, is capable of being productive capital, 
Credit must be so likewise. 

In B. iii., c. 11, § 5, ho says, that a form in which Credit is 
employed as a substitute for currency is that of promissory 
notes,” and also— The convenience of this mode of (as it were) 
coining Credit.” In § 6, he says, another mode ‘^of making 
Credit answer the purposes of money, by which , when carried 
far enough, money may be very completely superseded, consists 
in making payments by cheques.” Here we see that he expressly 
calls the Promissory Note and the Cheque, the Credit. 

In the next chapter, xii., we shall see that he expressly allows 
that these Instruments of Credit are independent exchangeable 
property, and valuable things. He says, § 1 An order or 
note of handy or hill payable at sights for an ounce of gold, 
while the credit is unimpaired, is worth neither more nor less 
than the gold itself and — But we have now found that there 
are other things, such as liank notes, bills of exchange, and 
cheques, which circulate as money, and perform all the functions 
of it.” Now here is an explicit declaration that Credit performs 
ALL the functions of money, and, therefore, as one of the functions 
of money is to be productive Capital^ it follows that Credit may 
also be productive Capital. 

In § 2 of the same chapter, he says, that a man may make 
purchases with money wdiich he only expects to have, or even 
only pretends to expect. lTe#may obtain goods in return for bis 
acceptance payable at a future time, or on liis note of hainl, or 
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on a simply book creclitj that is, on a mere promise pay. All 
these purchases have exactly the same elFect on price, as if they 
were made with ready money. The amount of purchasing 
power which a person can exercise, is composed of all the money 
in his ])Ossession, and due to him, and of all his Cuedit.” 

He creates a demand for fche article to the full amount of his 
money and Cuedit taJcen together^ and raises the price propor- 
fcioiiably to both.” In § S, he says, : — The inclination of the 
mercantile public to increase their demand for commodities by 
making use of all or much of their credit as a purchasing power.” 
In § 4 : — ^^Tlio banker’s credit with the ])ublio at large, coined 
into notes, as bullion is coined into pieces of money to make it 
portable and divisible, is so much purchcising power super- 
added, in the hands of every successive holder, to that which 
he may derive from liis own credit. Credit, in short, has 

exactly the with moiie}^; and, as money 

tells upon prices not simply in pi oportion to its amount, but to 
its amount multiplied by the number of times it changes hands, 
so also does Credit; and Credit, transferable from hand to hand, 
is in that proportion more potent than Credit which only per- 
forms one purchase.” 

In § 5, he says : — Since, then. Credit in the form of ha7i'k 7iotes 
is a more potent instrument for raising prices than book Credits — 
* ^ If we consider the proportion which the utmost increase 
of bank notes in a period of speculation bears, I do not say to 
the wliole mass of credit in the country, but to the bills of 
exchange alone, the average amount of bills in existence at any 
one time is su])posed considerably to exceed a hundred millions 
sterling. The Bank Mote circulation of Great Britain and 
Ireland is less than thirty-five millions, and the increase in 
speculative periods, at most, two or three.” And, as a note to 
this passage, Mr. Mill gives a table of the bills supposed to be 
created in several years, the last of which is 1839, when the bills 
su23posed to be created amounted to 00528,493,842. In c. xiii., 
he says : — After ex 2 )erience had shewn that ^^ieces of paper of 
no intrinsic value, by merely bearing upon them the written 
profession of being equivalent to a certain number of francs, 
dollars, or pounds, could be made to circulate as such, and to 
produce all the benefit to the issuers which could have been 
produced by the coins whicli they purported to represent — ” 
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Now, from these extracts from Mr. Mill’s work^ oiir readers 
will clearly perceive that he expressly asseits, as positively as it 
is possible that language can do, that Credit is independent, 
exchangeable property, like any other. That it is cumulative 
property to money and commodities, and that it may be dealt with 
precisely in the same manner as money, and may pioduce all the 
effects of money. Now, as this Credit is nothing but ciiculating 
debts, it follows clearly from Mr. Mill’s own admission, that 
Debts are Wealth. All this is in exact accordance wnth the 
doctiines laid down in the preceding sections of this treatise. 

In B. iii., 0 . xxii., he is equally explicit : — The same effects 
which would thus arise from the discovery of a treasure accom- 
pany the process by which bank notes, or any of the other 
substitutes for money, take the place of the precious metals.” — ■ 
** The value saved to the community by thus dispensing with 
metallic inoney is a clear gain to those who provide the substi- 
tute. They have the use of 20 millions of circulating medium, 
which have cost them only the expense of an engraver’s plate. 
If they employ tliis accession to their fortunes as PRODUCTIVE 
CAPITAL, the produce of the country is increased and the 
community benefited as much as by any other CAPITAL of 
equal amount. When paper currency is supplied, as in 

our own country, by bankers and banking companies, the amount 
is almost wholly turned into PRODUCTIVE CAPITAL ^ 
A banker’s profession being that of a money lender, his issue of 
NOTES is a simple extension of his ordinary occiiparion. He 
lends the amount to farmers, manufacturei s, or dealers, who 
employ it in their several businesses. So employed, it yields, 
like any other CAPITAL, wages of labor, and profits of stock. 
The profit is shared between the banker, who receives interest, 
and a succession of borrowers, mostly for short periods, who, 
after paying the interest, gain a profit in addition, or a conveni- 
ence equivalent to profit. The CAPITAL itself, in the long run, 
becomes entirely wages, and, when replaced by* the sale of the 
produce, becomes wages again ; thus affording a perpetual fund 
of the value of 20 millions for the maintenance of productive 
labour, and increasing the annual produce of the country by ail 
that can be produced through means of a CAPITAL of that 
value.” 

In a note to Book iii., a 11, § 1, ho says— Now an efiect of 
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this latter, character naturally attends some extensions of Credit^ 
especially when taking place in the fo7^m of hanh notes^ or other 
instruments of exchange. The additional hanlc notes are in 
ordinary course first issued to producers or dealers to be env 
ployed as CAPITAL.” 

Thus our readers will perceive, from the former extracts that 
we laid before them, that Mr. Mill expressly states that Credit 
is independent, exchangeable propeity, whether embodied in 
the forms of Motes, Bills, Bank debts, or any other form, which 
was capable of performing all the functions of money, and there- 
fore, by implication, capable of being employed as capital. But 
in the last pi'eceding extracts he expressly calls bank notes — 
which are Credit — Pkoductive Capital. 

We think we have shewn our readers as clearly as it can be 
done, that Mr. Mill asserts that Credit is Capital. And yet will 
they believe that he not only denies that Credit is Capital, but 
sneers at the imbecility of those who think it is ! 

In B. iii., c. xix., which we have already quoted from, the 
heading of the chapter is, as we said— Of Credit, as a sub- 
stitute for money,” — which clearly affirms that Credit is ex- 
changeable property like money, he says The functions of 
Credit have been a subject of as much misunderstanding, and 
as much confusion of ideas, as any single topic in Political 
Economy. 

As a specimen of the confused notions entertained respecting 
the nature of Credit, we may advert to the exaggerated language 
so often used respecting its national importance. Credit has a 
gi*eat, but not, as many people seem to suppose, a magical 
po^vei ; it cannot make something out of nothing. [Who said it 
could?] IIoio often is an extension of Credit talhed of as 
equimhnt to a creation of Capital, or as if Credit actually 
loere capital!// [Why! who has said more distinctly than 
Mr. Mill himself that Credit is Capital? The very object of 
the whole of the preceding extracts is to shew that Credit is 
Capital!] It seems strange that there should be any need to 
point out that credit leing only the permission to me the 
capital of another p>erso7i ! I the means of production cannot be 
increased by it, but only transferred. If the borrower’s means 
of production, and of employing labour are increased by the 
credit given him, the lenders are as much diminished. The 
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same smn cannot be used as capital, both by tbo owner and also 
by the person to whom it is lent, it cannot siip}>ly its full value 
as wages, tools, and materials, to two sets of labourers at once. 
It is true that the Capital ^vliich A has borrowed from B, and 
makes use of in his business, still forms part of the wealth of 
B, for other purposes ; he can enter into engagements in reliance 
on it, and can even borrow, 'when needful, an equivalent sum on 
the security of it; so that, to a supeifcial eye, it miglit seem as 
if both B and A had the use of it at once. But the smallest 
consideration will shew that when B has parted with his capital 
to A, the use of it as capital rests with A alone, and that B has 
no other service from it than in so far as his ultimate claim upon 
serves him to obtain another capital from a third person 0. All 
capital (not his own) of which any person has really the use, is 
and must bo, so much subtracted from some one else. 

But though Credit is never anything more than a Teai!^sfbr 
of capital from hand to hand,^'‘ 

Our readers cannot fail to see the astonishing confusion of 
ideas, on the subject of Credit, in the above extracts. In tlie 
first set, Mr. Mill sees clearly that Credit is the Promise to pay^ 
which ho over and over again says is independent, excliangeable 
property, of the value of money, which may he used in all 
respects like money, and perform all its functions. And there- 
fore, it may be Capital as well as money. 

Mr, Mill says that the Capital (^. c., tlie goods) which A has 
sold on credit to B, are so much substracted from his property, 
and cannot be used by him- as well as by B. But he wholly 
forgets that, in exchange for those goods, A receives B’s ‘^pro- 
mise to pay,” wdiioh is a debt, and, in lad, is the Cuedit. zind 
this debt is exchangeable property, with which he can either 
purchase new goods to replace those he lias sold to B, or he can 
sell it to his banker, and receive a bank Credit, with which he 
can purchase fresh goods, just the same as he could with 
money. 

In the second extract Mr. Mill has changed his conception of 
Credit from being a Promise to pay, or a Debt, to its being the 
Transfer of Capital / / 

l^ow, we ask— Is a Bank Note the Transfer of a commodity ? 
Is a guinea the sale of a book? Is a piece of independent pro- 
perty the transfer of something else ? Is a table the transfer 
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of a cliair ? Is an independent quantity of any sort whatever 

an o]^e7ritio7i? 

Mr. informs ns that Credit cannot make something out 
of nothing ? Wlio said it could. Can a guinea make something 
out of nothing ? It is not Credit that makes something out of 
nothing ; but it is Credit itself wliich is a valuable property, 
which is created out of nothing by the consent of the wills of 
persons, and which^ by the reiterated acknowledgments of Say 
and Mill, is capable of performing all the functions of money. 
Now, money becomes Capital, by their own admission, by being 
exchanged for other things, or by circulating other things. 
Credit may be Capital in precisely tlie same way. 

Moreover, we see how completely Mr. Mill is in error 
when he says tliat Ciedit is never anything more than the 
transfer of Capital. It is wholly untrue that Credit is always 
created in exchange for commodities. As we have shewn in 
the preceding section, all profitable banking business consists in 
buying debts by creating other debts. That is, Credit is created 
to purchase Ciedit. 

After tins exposition, our readers will, perhaps, think that Mr. 
Mill is not exactly the person to sneer at otliers for their confused 
notions about Credit, though his own work is a striking example 
of the misunderstanding and confusion of ideas which lie says 
prevail upon the subject. And many may wonder, perhaps, at 
a logician who is unable to perceive the difference between an 
independent quantity and a sale of goods. 

9. We hope that wm have now brought this weary controversy 
to an end for ever ^ and we may just say a few words by way 
of a summary. 

There is no method so effective for exterminating false con- 
ceptions, as bringing tliem into sharp and close contrast with 
true ones. We shall therefore place in array for summary exe- 
cution, the false notions of Credit which have bewildered and 
misled writers. Thus — 

Credit is not the transfer of a thing. 

Credit is not the thing lent. 

Credit is not money owed. 

Credit is not a title to any specific goods. 

Credit is not a snhtraction from other property. 
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Tlicse are tlie pestilent Idola fori^ which have infested the 
subject, and which must be exterminated : they are the visionary 
spectres which vanish at the break of day. 

What Credit really is, is this — When goods or money are 
bought “ on Credit,” a conti'act, or Obligation, is created, consist- 
ing of a Might to Demand and a Duty to May, In Roman Law 
the loan of money, or Mutuum, was a Sale in the solemn form 
of the et libra, and, as that distinguished jurist M Ortolan 
says^, the Obligation was the Price of the money. So when a 
banker buys money from his customer, the Credit created in his 
books is the Price of the money. It is the Pas Obligationis, 
or Might to Demand, which, in Legal, Commercial and Economi- 
cal language, is called Credit. And when this Credit, or Right, 
is recorded on paper in the form of a Bank Note, or Bill of 
Exchange, it may be bought and sold like any other chattel. 
Hence in Roman Law it was classed under Ronwm,” 

Peeunia,^^ Merx ,^^ « Xp7/xa,” « UpayyaP and in French Law 
under Dien^'^ or Chose and in English Law under Goods 
and Chattels^'^ And when this is clearly understood we have 
seen that both J. B. Say and Mr Mill expressly declare that 
Credit is Productive Capital. The whole cause of the con- 
fusion in these two writers is plain : the Idolon which misled 
Say was that credit is the thing lent: a mistake he had no right 
to make; for Crklit is synonymous with Criance in French: 
the Idolon which has misled Mr, Mill is that Credit is the 
transfer of a thing: a mistake which he had no right to 
make; because he has said over and over again that Credit 
is gmrehasmg power, and Bank Notes and Bills of Exchange 
are forms of Credit. Now “purchasing power” and Bills 
and Notes are certainly not the tra^isfer of a thing. Hence, 
when these false notions, or Idola, are expelled, and the 
true notion, or the Idea, distinctly grasped, all obscurity 
is removed from the subject; and by the unanimous consent of 
all writers, and by none more so than by Say and Mr. Mill, it is 
clearly seen that Credit is Productive Capital. The real prac- 
tical problems are to determine what are its true limits, and 
what is the true method of controUhig it. 

bo also a Debt is not Money owed, as Peacock and many 
others^suppose; it is the abstract personal Duty to Pay money. 

Sxphcafwn Histonqve dcs Imtitvia, Liv. iii., eh 13 
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This is most clearly set forth in the Pandects^ — The essence 
of an ohligatioii is not that it should cause any specific thing to 
be ours; Init that it should bind some person to ^ivc us some- 
thing.” And tluis the Duty to pay subsists quite irrespective 
of the fact that the Debtor has, or has not, any money to 
discharge it. 

Every one knows the ridicule that was long showered on 
mathematicians for speaking of quantities less than nothing: 
and it all arose fiom their not clearly explaining their meaning; 
or rather from their not having clear conceptions of the Theory 
of Signs. So in a similar way, it is the commonest expression 
possible for a person who is in debt to say that he is loorse 
than nothin g\ and it is very easily explained; for it obviously 
means that he has no Right, but is under a Duty. 

It is a somewhat curious coincidence that the early Algebraists 
called Negative Roots, fictitious ; and it is a very comiiion 
expression among writers to call Paper Qvq(\S.%^ fi^ctitlous Capital. 
In both cases Negatim and Fictitious Quantities are shewn to 
be Real Quantities, but inverse or opposite to Positive Quantities, 
or Money. 

There can be no more apt or appropriate expression than to 
call Credit, Negative Capital. For we have shewn that the true 
definition of Capital is any Economic Quantity used for the 
purpose of profit; and Senior says that all Economists are agreed 
that whatever gives a profit is Capital. 

Now a man may trade with his Money an(:niis Credit: his 
total purchasing power is all his Money and all his Credit. 

If he trades with his money, he parts with a Right : if he 
trades with his Credit, he creates a Right against himself, or he 
incurs a Duty. 

The first proceeds of his speculation must therefore either 
Iteplace his Mighty or Discharge his Duty. 

Whatever remains above that in either case is his Profit : 
and supposing that there is a profit, the Money and Credit have 
been equally Capital to him, because they have equally given a 
Pl'Ofit. 

But as all the expressions are reversed when Credit is used 
instead of Money, it manifestly follows that if Money is Positive 
Capital, Credit is Negative Capital. 

^ 1 .I 1 V 5 7 3 
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10. Sir Charles Lyell says in one of his works that when a 
strange proposition is published, the world first sci earns out 
that It IS ialse : it is then said to bo contraiy to religion and 
lastly that every one knew it abetuly. 

Wherj, } ears ago, we said in a fbrnier woik that Credit is 
Ca])i(al, there was a shout of* dension by many wiiteis in England 
and Fiancf-^ : Wiiately thouglit it iiece'-sary to enter into a long 
arginnentto piove to the Dons at Oxford that an Economist is 
not uecessaiily an Atheist : and now we have shewn cleaily 
that every one knew already that Credit is Capital 



CHAPTER IX 


OX YALXE AS DEPEXDEXT OX ‘^QUANTITY OF 
LABOUR” AND ^^COST OF PRODUGTIOX.” 

On Value as Dependent on Quantity of Labour. 

1. Altliongli \yQ liavG no positivo proof of tlio fact, we have a 
very Rtroncc conviction that tlie piiiicipal ohject of Adam Smith 
ill wiitino the IVeallh of N<dl(>ns was to overthrow the doctrine 
of tlie Ph}&iocrates tliat Lahoiii (other than agiicultural) and 
CoinniCTce do not enrich a nation 

It IS indeed sometimes siiiqio'^cd tliat Smith was tlie father of 
Political Economy and of Eiee Tiade. But the naiiative given 
ill the pieccding ]>ait of this woik, sliews that, such ideas only 
pioceetl liom most iiiacciiiate knowhalge. The lact is that in 
Political Economy, as in the eaily stages of neaily every other 
science, England was iar in arrenr of Prance and Italy. It is 
said that while Professor at Glasgow^ Smith ad\ocated Fiee 
Trade doctrines. It is very ])robable that be did so ; but as his 
lectures were never juiblislied, his o})inions could only have been 
knowm to a very small number of poisons, and ceilainly he pro- 
duced no effect on the public, wdiile tliere. The fact is that at 
this period the minds of the most enliglitened persons in France, 
Spain, Italy, and England wmre strongly inteiested m Economic 
siilijects, and Iheie wais a geneial icaction tin ougliout Europe 
against the detestable system of commeicial restrictions wdiich 
at that period w’eighed dowm the eneigies of every nation. The 
doctrines of the Ph}siociales demanding absolute Free Tiade 
as one of the fundamental rights of mankind wxne published in 
1756, twmnty years befoie the Wealth of jyatw}is; Geno\esiand 
Yern in Italy, and Campoinanes in Spain, were ecpially aideiit 
Free Traders. Turgot, the great Fiee Trader, wms appointed 
Minister in 1774, and how could all these owe anything to the 
Wealth of Watlo'ns^ wdiicli was not published till 1776 ? In 
1768, a chair of Political Economy, the third in Europe, was 
founded in the Palatine School of Milan, for BiiroARTA, who w^as 

2 s 2 
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celebrated tliroiigliout Europe for his work on Crhnes a77ci 
aliments^ and who had boon led by his fnend Yerri, to take 
ail interest in Economics, and had published an excellent pann 
phlet on the bad state of the Milanese money. Beccaria delivei ed 
a coinse of lectin es on Political Economy in 1IG9 ; bat iinding 
that his Fiee Tiade doctrines were likely to create a very strong 
opposition, his constitutional timidity prevailed, and he refi allied 
from publishing them. He liimself said that he was willing to 
be the rposllc of Immaiiity, but not its martyr. Hence his name 
is compaiatively little known m connection with the subject. 
But theie can lie no doubt that if Beccaiia liad had the courage 
to com])letc and publish Ids work, ho would have enjoyed the 
reputation whicli subsequently accrued to Smith. Beccaria was 
endowed with a. great, a pieicing, and a generous mind, but it 
was vastly less beneficial to the human race than it might have 
been, because it was overshadowed by a most pusillanimous soul. 
He was deficient m the very first requisite of a scientific mind, 
namely the moi al courage to biave hostility. He was not one of 
those magnanimous spints for whom the highest order in the 
ranks of Fame is roser\ed, wlio will do battle for what they 
know to he trulli, m despite of the opposition of the vulgar of 
every rank, 

Certo da cor, cli’ alto clostin non sc*else 
Son rimprese magnanime neglette • 
l\hi le bell’ alme allc bell’ opie elette 
Sanno gioir nelle fatiche eccelse : 

Ne blasmo popolar, frale catena, 

Spnto d’onoie in siio cammiii laffrena 
which means something of this sort — 

True puny men with feeble hearts endowed 
Bef(ue a noble enlerpiise recoil* 

But great souls called to do the work of God 
Enow for itself to love the lofty toil 
Nor can the vulgar cry, a feeble chain, 

The noble spiiit in its coui'se restrain 
Ilis cowmrdicc of spirit gieatly lost him the esteem of Yerri. 
Finding that the sentiments expressed in his lectures gave 
offence, he stopped, and left them unfinished, and he never 
published them. They first saw the light in 1804, in Ciistodfs 
collection of the Italian Economists And thus lie deservedly 
missed the tame ivhich would otherwise have been his legitimate 
due. 
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Adam Smithy in reality and in truth, then, was the founder 
neither of Political Economy nor of Free Trade ; but he was 
the founder of the Second School of Economists. While 
adopting the doctrines of the Physiocrates regarding Fiee 
Tiade, he allowed the first part of liis work to be tinged too 
much with their ideas of the nature of Wealth. But the main 
purpose of the constructive part of his book is to denionstiate 
til at Labour and Commerce are ])rodiictive of Wealth. 

But like many other scientific reactions, the doctrine went 
from one extreme to another : from its being heltl that Labour 
is not productive of Wealth, it came to be held that Labour is 
the cause of all Wealth, and of all Value: and that the Value of 
every thing depends exclusively on the cpiantity of labour” in 
producing it. 

This doctrine is very prominently lirought forward in 
Book I., ch. 5, from which we have ahcady quoted hugely,^ and 
not to re})eat the same thing twice over, we must beg our 
readers to refer to the passages cited. We liavc shewn into 
what utter confusion he has thrown the whole subject. But 
afterwards he says that unless a thing is exchangeable it is not 
Wealth: doctrines, as we have alieady shewn, which are quite 
incongruous. 

He has involved himself in inextricable perplexity by adopting 
two distinct measures of value. First, the quantity of labor 
bestowed upon producing an article ; secondly, the quantity of 
things it will exchange for. Ricardo cleaily perceived this 
inconsistency, and justly censured him for it ; ^ Adam Smitli 
who so accurately defined the original source of exchangeable 
value, and who was bound in consistency to maintain that all 
things became more or less valuable in proportion as more or 
less labor was bestowed upon their jirodiiction, has himself 
erected another standard measure of value, and speaks of things 
being more or less valuable in proportion as they will exchange 
for more or less of this standard measure. Sometimes be speaks 
of corn, at other times of labor, as a standard measure, not the 
quantity of labor bestowed on the production of any object, 
but the quantity which it can command in the market, as if 
these two were equivalent expressions, and as if because a man’s 
labor had become doubly efficient, and be could, theiefore 
^ An!€^ ch V., ^ 4 On a jSlandauI of Valve " D/ncijdrb^ p. 5 
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produce twice tlie qiiautilyof a commodity, he would necessarily 
receive twice the ibiiner quantity in exchange for it. If 
indeed, wxn e tine ii t]ieie\sard of tlie lahoier weiealwa}S in 
propoitioii to what lie puxhiced, the (piantitv of labor best'OVial 
on a commodity, ami tlie qn<mtit\ ol Libor wliudi that commodity 
would purchase, Avoiihl be eipial, and eitlier might accinatel} 
meusme the \aiiation of other tlnngs; but they aie not eipial, 
the hrst is under many circumstances an invariable standaul, 
indicating coireotly the variation of other things; the latter is 
subject to as many fiuctnations as the commodities compared 
with It ” 

Hicardo, however, admits that this rule is not applicable to 
all coiniuoditios. Thus, he says, — “ Thei e are some commodities, 
the value of which is deteiinined by their scaicity alone. NTo 
labor can increase the quantity of such goods, and therefore 
their value cannot be lowered by an increased snpjily. Some 
rare statues and pictures, scaice books and coins, wines of a 
peculiar quality, ^\hlch can be made only from grnpes grown on 
a particular soil, of which there is a veiy limited quantity, are 
all of this deseii]>tioii. Their value is wholly iiulejiembiit of 
the quantity of labor originally necessary to pioduce them, and 
varies tlie ^ar}ing wealth and in cl mat ions of those ulio aie 
desirous to possess them. 

‘‘Tliese commodities, however, form a very small pait of the 
mass of commodities daily exchanged m the inaiket. By far 
the gieatest part of these goods which are the objects of de-^ire, 
are produced by labor, and they may be multiplied not in one 
country alone, but in many, almost without any assignable limit, 
if rve are disposed to bestow the labor nece.'-sary to obtain them. 

“ In speaking, then, of commodities, of their exchangeable 
value, and of the laws vhicli regulate their relative prices, we 
mean always such conanodUtes only, as cmi he increased in 
quantity by the exertion of human industry, and on, the p/'O- 
duetton of vdilch compitition operates lolthout restra Inti‘s 

To tins we reply that the exclusion of the classes of articles, 
which aie not the subject of unlimited production and compe- 
tition, from the terms of a geneiai rule, cannot for a moment be 
permitted by any one who understands the nature of Inductive 
Philosophy. To limit the SQiciitiiic rules of Economics to cer- 
tain classes of cases alone, is'^ust as erroneous as to limit the 
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science of Astronomy to certain phenomena, which can be ac- 
counted for only by some particular hypothesis, such as the 
Ptolemaic; or to limit the science of Optics to those ])henoinena 
alone, which can be accounted for on the co^piLsciilai tlieoiy of 
light ; and so on of otliei cases. Put such ideas cannot be tole- 
lated at the present day. How earnestly does Bacon ovei and 
over again inculcate that the negative cases aie nioie })Oweiful 
than the jicsitne ones, and to take lieed tliat \\e\e-‘iify oui gene- 
lal lilies, by applying them to all cases, le.st pcradventuie the 
little Da\id be forgotten. Hever was theie a more bold defiance 
anel contiaveiition of all the well established laws of modern 
science than Ricardo’s idea. But it must be inexorably i ejected. 
Nothing less \\i\l satisfy the requirements of science, than an 
exjwession which includes all cases without any exception. 

But Ricardo has added to the confusion by using two expres- 
sions as if they were identical quantity of labour” and cost 
of production ” Now they are in reality A^ery ditfcrent, as Ave 
shall shoAv further on ; and at present Ave confine ourselves to 
the considei alion of the doctrine that Value depends upon 

quantity of labour.” 

Ricardo says ^ — “If the quantity of labour realized in com- 
modities regulate their exchangeable value, every increase of the 
quantity of labour must augment the value of that commodity 
on which it is exercised, as eAmry diminution must lower it.” 

Ricardo calls the quantity of labour required to produce a 
commodity its “absolute Amlue,” and says that if any commodity 
could always be produced AAUth the same quantity of labour it 
AAmiild be an invariable standard of value. He says,^ — “ The 
labour of a million of men in manufactiues Avill always jiroduce 
the same Amine.” And he maintains that natiiiat agents such as 
the sun, the air, — “ though they add greatly to value in use, never 

add exchangeable value as they perform tbeir 

Avork gratuitously, as nothing is paid for the nse of air, of heat, 
and of water, the assistance A\hich they affoid us adds notbing 
to Amlue in exchange ” 

Ricardo hoAvever divides commodities capable of indeJinite 
increase into tAvo classes, /Irst, those which can be increased 
to any amount by an expenditure of an equal quantity of labour, 
such as most manufacturers : secondly^ those in Avliich every 

^ Fttnaj'^lcs, p i Pnnnplef^, (h \x 
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increased quantity is produced by an increased quantity of 
labour, such as corn ; in the first of tliese classes lie says that 
tlieir -value is detei mined by the quantity of labour employed in 
])roducmg them, and in the second class by the quantity of 
labour employed in producing the last quantity requiied. 

2. We liave iio-w to see to what extravagant absurdity these 
doctrines led. 

De Quiiicey undertook to expound the Ricardian Economics ® 
in some dialogues. One of the interlocutors asks X.Y.Z , who 
represents De Quincey, — if there is any one principle in Political 
Economy from which all the rest can be deduced. To which 
X. replies : — 

There is Phsedrus : such a principle exists in the doctrine of 
Value — truly explained. The question fiom which all Political 
Economy wnil be found to move — the question to which all its 
difficulties will bo found reducible is this : What is the ground 
of exchangeahle Ycdue ? My hat, for example, bears tlie same 
value as your umbrella ; double the value of my shoes ; four 
times the value of my gloves; one twentieth of the value of this 
watch. Of these seveial relations of Value what is the sufficient 
cause? If they were capricious, no such science as that of 
Political Economy could exist: not being capricious, they must 
have an assignable cause : this cause, what is it? 

JPJmd . : Ay, vvhat is it? 

X. It is this Phmdrus ; and the entire merit of the discovery 
belongs to Mr. Ricardo. It is this : and listen with your whole 
understanding : the ground of all things lies in the qiicnititg 
(but mark well that work quantity ”) of labour idikh produces 
them. Here is that great principle which is the cornei -stone of 
all tenable Political Economy; which granted or denied, all 

Political Economy stands or falls 

Mr, Ricardo’s doctrine is that A and B are to each other in value 
as the quantity of labour is which produces A to the quantity 
wliich produces B ; or, to express it in the very shortest formula 
by substituting tlie term hase^ as synonjmous with the term 
producing labour^ all things are to each other m value as their 
bases are in qaanidy This is the Ricardian law : you allege 
that it was already the law of Adam binith ; and in some sense 
^ Tlu TctPiihtah DmhxjK^s Oib I^uhikal Ecohoiny 
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you are right ; for such a law is certainly to be found in the 
^‘Wealth of Nations.” But, if it is eT])licitly affirmed in that 
work, it is also 2w?plicitly denied : foimally asserted, it is virtually 
withdrawn.” 

Now we mark here the usual progress of evil doctrine* 
Ricardo began by expressly limiting his doctrines to certain 
classes of coimnodities This limitation is quite unscientific 
and untenable ; but De Quincey asserts that this law is appli- 
cable to all commodities, witliout any limitation whatever. 
Accordingly he maintains that if a hat sells for 18 s. it is 
because the same quantity of labour is required to produce the 
hat as the silver. 

X. or De Quiucey, then says — I affirm that when the 
labourer obtains a large quantity of corn, for instance, it so far 
from being any fair infeience that wages are then at a high real 
value, that in all probability they are at a very low real value, 
and inversely I affiini, that when wages are at their very highest 
real value, the labourer will obtain the very smallest quantity of 
corn. And quitting wages altogether (because such an illustration 
would drive me into too much anticipation) I affirm universally of 
Y (that is of any assignable thing whatsoever) that it shall become 
more valuable ad infinitum, and yet by possibility exchange for 
less ad infinitum of Z {i. e., of any other assignable thing (! ! ) 

. . . But what is it that I assert? Why, that there is no 

connection at ail of any kind, direct or inverse, between the 
quantity commanded, and the value commanding (!) . . I 

should again be introducing the notion of a connection between 
the quantity obtained and the value obtaining, whicli it is the 
purpose of my whole argument to exterminate. For my thesis 
is, that no such connection subsists between the two as warrants 
any infeience that the real value is great, because the quantity it 
buys is great, or small, because the quantity it buys is small; or 
reciprocally, that, because tlie real value is great or small, there- 
fore the quantities benefit shall be great or small.”( ! ) 

Then he says — “Wages are at a high real value when it re- 
quires much labour to produce wages ; and at a low real value, 
when it requires little labour to produce w.^ges ; and it is per- 
fectly consistent with high real value — that the labourer should 
be almost starving ; and perfectly consistent with the low real 
value — that the labourer should be living in great ease and com- 
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fort. (!) .... Meantime, I presume tliat in your use, and 
in everybod 5 "’s use of tbe woid value, a bigh value ought to ]Hir- 
chase a high value, and that it will be very absurd if it should 
not. But as to purchasing a great ([uantUy^ that condition is 
surely not included in any man’s idea of value.” (! 

We have already quoted the doctrine of McCulloch, who 
affirms that nothing given by natiu’e can have any value ; and he 
also joins with Bicardo in condemning^ — Say, who contends 
that natural agents, by contributing mateiially to the production 
of most sorts of commodities, not only add to the mass of useful 
and desirable products, but also to their value in exchange. This 
is a fundamental error, into which Say was led from his confound- 
ing utility and value.” 

We have so completely shewn the fallacy of the doctrine that 
Labour is the cause of Yalue ^ that we need not repeat the refuta- 
tion here. But when a large oak tree is evidently more valuable 
than the acorn, and fermented wine than new wine, what do our 
readers think was the answer of these Economists ? Why that 
it was entirely due to Labour! Senior says ^ — ‘‘We have 
already observed that many recent writers have considcied value 
as solely dependent on labour. When pressed to ex])]aiii Iiow 
'wine in a cellar, or an oak in its progress from a sai^ling to a 
tree, could on this principle, increase in value, they replied that 
tliey considered the improvement of the wine and the grow’th 
of the tree as so much additional labour bestowed upon each ! ! ” 
And McCulloch expressly maintains ^ that the fermentation of 
'wine or beer is labour ! Surely the very statement of such a 
doctrine must insure its condemnation by every sane man. 

3. The very slightest consideration will shew the utter 
absurdity of the doctrine that ail things exchange according to 
the quantity of labour ” bestowed in producing them. 

Nothing is more common in a coal mine than for the different 
strata of coals to be of totally diffierent qualities. Some strata, 
perhaps, near the top may be of excellent quality; some lower 
down of very inferior quality, mixed with shale and other 
rubbish ; now the coals obtained from the latter seams may 
require a greater, or at all events, an equal “ quantity of labour” 

‘ I to hs Edition of Eniith ^ Ante, ch v., § 7-18 
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to obtain than the better coals do. But will they sell for an 
equal price ? Couimon sense and experience show that they 
will not, but that tlie better qualities of coal will sell for a 
higher price than tlie inlerior qualities; no matter what the 
quantity of producing labour is. 

This single exaiii[)le is enough to dispel this transparent 
fallacy ; and every reader can suggest to himself multitudes 
of analogous cases. 

It is alleged that Lord Macaulay received £205600 for the 
copyriglit of his History of England — of course we have no 
knowledge whatever on the subject, but such was tlie popular 
rumourj—now, 200 very line oak trees would sell for £20,000 
on the ground; also 1,000 cattle would sell for £20,000; and 
10,000 sheep would sell for the same sum: therefore, according 
to this doctrine, the quantity of labour” in Lord Macaulay 
writing Lis history, was equal to the quantity of labour ” in 
the 200 oak trees growing; was also equal to the ‘^‘quantity of 
labour ” in 1,000 cattle growing ; and also equal to the “ quantity 
of labour” in 10,000 sheep growing! 

Surely we have had enough of this Bedlamite rubbish ; and 
it may be asked wliy do we load our pages with it? simply for 
this reason, that tins idiotic stuif is the official Political Economy 
in England at the jU'Gsent day ! This is what the candidates for 
the Civil Service of India are told to believe in, as the perfection 
of human wisdom, and which is still taught and recommended 
in our Universities ! I Froh 2^udor ! 

On Value as deinndent on Cost of PnoDucTio^?-, 

4. Ricardo, who adopted and developed Smith’s idea that 
value depends upon quantity of labour,” uses another expression 
which be evidently considers as identical with it ; namely, cost 
of production,” and lie maintains that “ cost of production ” is 
the regidator of value. The two expressions are widely 
different, though Ricardo evidently thought them, and used 
them as, equivalent. We need only observe that wages 
constantly rise and fall for exactly the same quantity'^of 
labour ” : therefore cost of production” constantly varies, while 

quantity of labour ” remains the same. 

It is far more plausible to say that Value is regulated ])y 
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Cost of production ” tlian by quantity of labour,” as we shall 
shew. We apprehend that no sane man in the present gencia- 
tion will maintain that the gro\vth of a tree, or an animal, is 
labour. The idea that the value of an ox is i egulatcd by the 
(|uantity of labour ” in it would be universally scouted now-a- 
da}S. But to say that the value of an ox depends upon ‘‘cost 
of production ” is much more plausible, because oxen are only 
fed and reaied at a very considerable expense: the fields they 
graze in might yield corn: and consequently the pi ice of oxen 
must repay their cost with a profit, or else oxen cannot be 
reared. 

So also no sane man now«a-days would adopt McCulloch’s 
idea that the fernientationof beer or wine, and the improvement 
of wdne in a cellar, is labour ; but as the growtli of the wine is 
attended with great expense, and it must be ke 2 )t several years 
befoie it is fit to drink, the interest on the Capital laid out on it 
will accumulate at compound interest, and consequently it may 
fairly be called the cost of production” of the wine. And 
unless the price of the wine repays all that, the wine could not 
bo pi od need. 

Ilence whilst wo hope that the expression ‘^quantity of 
labour” is exterminated for ever fiom the Science, cost of 
production ” lemains as a perfectly intelligible expression. And 
the real question which has to be examined is this, — Does Cost 
of production ” regiilate price ? That is, does a change in the 
^‘cost of ])rodiiction” necessarily produce a change in price. 

TI7^r/^ %B Cost of Pjroouctiok ? 

5. But here we are met at the very outset by a very serious 
difficulty — What is Cost of production ? We find that writers 
ditler most widely as to what is included in the term. Smith 
says that Rent, Wages, and Profits are the Cause of all Yaliie : 
these are what he calls Xatiiral Piice. But afterwards he 
contradicts himself and says that ^Miigli or low wages or profits 
are the muBes of high or low pi ices: high or low rent is the 
ef/eef of it.” As wq have shewn in the next chapter, these con- 
tradictory assertions gave rise to an investigation of the Theory 
of Rent, and it is now clearly demonstrated that Rent is an 
(fed of pjfice, and not a / and that no reduction would 
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take place in the price of corn, although landlords should forego 

tlie whole of their rents: the rents would simply go into the 
pockets of the farmeiSj and the price of corn would lemaia 
exactly the same. 

Theie remain, therefore, Wages and Profits. How Wages 
are manifestly part of the “ cost of production.” But it has 
been keenly debated among Economists whether Profits should 
be held to be a part of cost of pioductioii.” Smith says that 
Piofits are part of natural price, because unless theie is a certain 
amount of Profit, the article will not continue to be pioduced; 
and Ricardo also includes Piofits under “ cost of production.” 

Mr. Mill seems not to include Piofits in ^^cost of production.” 
He says,^ — Unless that value is sufficient to repay the cost 
of production and to afibrd besides, the ordinary expectation of 
profits, the commodity will not continue to be produced. 
And — ‘‘The cost of production, together with the ordinary 
profit may, therefore, be called the necessari/ price or value of 
all things.” 

In the next section he says — “ Profits, therefore, as well as 
wages enter into cost of production, -which determines the value 
of the produce.” But by profits in this sentence he means a 
different thing from profits in the ]3receding sentence. When 
Smith and Ricaulo say that profits are part of “ natural price,” 
or of “ cost of production,” they mean the profits of the pro- 
ducer of the article. But in the last sentence quoted, Mr. Mill 
means the profits of persons who have contributed to preceding 
stages of the article After saying that besides wages, capital 
is necessary for production, he says ® “ This being the result of 
abstinence, the produce or its value, must be sufficient to remu- 
nerate, not only all the labour required, but the abstinence of all 
the persons by whom the remuneration of the different classes 
of labourers was advanced. The return for abstinence is Profit, 
and profit, we have also seen, is not exclusively the surplus 
remaining to the capitalist after he has been compensated for 
his outlay, but forms in most cases, no unimportant part of the 
outlay itself. The flax spinner, part of whose expenses consists 
of the purchase of flax and of machinery, has liad to pay in 
their price, not only the wages of the labour by which the flax 
was grown, and the machinery made, but the profits of the 

m , c/? 2??, § 1 2 Bl 111 ,ch tr , ^ 4 . 
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grower, tlie flax dresser, the nflner, the iron founder, and tlie 
inaelune maker. All these }»rofits, together with tliose of the 
spiiinei himself, were again advanced by the Aveaver, in the price 
of his iiiateiial, linen yarn: and along Avith tlieni the prollts of 
a fresli set of machine makeis, ainl of the miners and iron- 
woikeis Avho snp])lied them AAitli their metallic mateiial. All 
tliesc advances form part of the cost of production of linen. 
Profits, tlieicfore, as AAmll as Avages, enter into the cost of pro- 
duction AA’liich determines the value of the produce.” 

While, therefore, Mr. Mill rightly includes the profits of the 
preceding producers who huA^e contributed to the production of 
the linen yarn, under the term cost of production” of the 
linen, he does not include the profits of the producer of the 
linen itself under its cost of production. And in this Ave agree 
with him. Smith himself clearly allows that profits are no part 
of prime cost. Production is tlie placing any quantity in a re- 
quired place, and, no doubt, unless there Aveie profits anticipated, 
production Avould cease. But the cost of production means the 
cost of actually placing the article in the required place, and 
profits are no doubt the inducement to produce, but not part of 
the cost of producing. It seems better to restuct the expression 
cost of production ” to AA^hat mercantile men call prime cost. 
Profits are the difference between prime cost and market price. 


O/i Cost of PnonucTiOH as affecting Value. 

6. Ricardo says ^ — ‘‘It is the cost of ])roduction which must 
ultimately regulate the price of commodities, and not as has 
often been said the proportion betAAmen the sup])ly and the de- 
mand ; the proportion belAveen supply and demand may, indeed 
for a time affect the maiket value of a commodity, until it is 
supplied ill greater or less abundance, according as the demand 
may be inci eased or diminished, but this effect will only be of 
temporary duration. . • . 

“ The opinion that the price of commodities depends solely on 
the proportion of sup])ly to demand, or demand to supply, has 
become almost an axiom in Political Economy, and has been 
the source of much error in that science.” 

^ PnnopJe^, c7? .^0 
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Tie then quotes the doctrine of Say that supply and demand 
regulate prices at all times, but that cost of production is a limit 
below which they cannot remain any length of time, because 
pro<]iictioi] would then be either entirely stopped or diminished, 
and Lord Lauderdale’s doctrine (given above), and he says — 
This is true of mono] )olized commodities, and, indeed, of the 
maihet puce of all other commodities for a limited period. If 
the demand for hats should be doubled, the price would im- 
mediately liso, but the lise would only be temporary; unless 
the cost of production of hats, or their natural piice, were raised. 
If the natuial piice of bread should fall 50 per cent, from some 
great discovery in the science of agriculture, the demand would 
not greatly increase, foi no man would desire moie than would 
satisfy his wants, and as the demand would not increase, neither 
would the supply ; for a commodity is not siqiplied merely 
because it can be produced, but because there is a demand for 
it. Here, then, we have a case where the supply and demand 
have scarcely varied, or if they have increased, they have 
increased in the same proportion; and yet the puce of bread 
will have fallen 50 per cent, at a time, too, when the value of 
money liad continued imariable. 

“ Commodities which are monopolized, either by an individual, 
or by a company, vary according to the law wliich Lord 
Lauderdale has laid down ; they Lili in proportion as sellers 
augment their quantity, and rise in proportion to the eagerness 
of the buyers to purchase them, their price has no necessary 
connection with their natural value ; but the prices of com- 
modities which are subject to competition, and whose quantity 
may be increased in any moderate degree, will ultimately depend, 
not on the state of demand and supply, but on the increased or 
diminished cost of their production.” 

Mr. J. S. Mill agrees in this doctrine. We have sliewn above 
that he says that there is a law different from supply and demand, 
which regulates the permanent or average values of the class of 
commodities we are considering. And in agreement with 
Bicardo he says, — It is, therefore, strictly correct to say, that 
tlie value of things which can be increased in quantity at 
pleasure, does not depend (except accidentally, and during the 
time necessary for production to adjust itself) upon demand 
and supply ; on the contrary, demand and snpply depend upon 
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it.” — « To recapitulate, demand and supply govern tlie value of 
all tilings which cannot be mdefinitoly increased , except that, 
even for them, A\hen produced b}" industiy, tlieie is a inlniinuiu 
value dclermmed by cost of };rouuetioii. But in all tilings 
wliich admit of iiidefinite multiplication, dciiiaiid and su]>pl3^ 
only delei mine the perturbations of value, dining a period which 
cannot exceed the lengtli of time necessary for alteiiiig the 
sii])|^lyf’ 

Our readers will observe Mr. Mill’s reasoning. He saj's that 
the value at any particular time is the result of supply and 
demand ; the plain meaning of which is, that the value at all 
times is the result of supply and demand. And then he goes to 
search for a law other than demand and supply, which regulates 
their permanent value 1 That is to say, their permanent value is 
regulated by a different law from that which regulates it at 
all times ! 

Maltlius, who was a good mathematician, naturally felt that 
Ricardo’s method of reasoning was inadmissible. He says * — 
has been shown that no change can take place in the market 
prices of commodities, without some previous change in the 
relation of the demand to tlie supply ; and the question is, 
V 7 h ether the same position is true in reference to natural prices? 
This question must of course be determined by attending care- 
fully to the nature of the change which an alteration in the cost 
of I'jrodiiction occasions in the state of the demand and the 
siijiply, and particularly to the specific and immediate cause by 
•which the change of price 'which takes place is effected. 

‘‘"We all allow, that when the cost of production diminishes, 
a fall of price is almost universally the consequence; but what 
is it speci-fically, which forces down the price of the commodity ? 
It has been shown in the preceding section, that it is an actual 
or contingent excess of supply.. 

‘‘We all allow that when the Cost of Production increases, 
the prices of commodities rise. But what is it specifically, 
which forces up the price ? It has been shown that it is an 
actual or contingent failure of supply. Remove these actual or 
contingent variations of the supply ; that is, let the extent of 
the supply remain exactly the same, without excess or failure, 
whether the cost of production rises or falls ; and there is not 

^ riuinphs of PolU'ra/ FchtWiAif.p 7.J., 
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Ihe slightest gro'itnd for supposing that any variation of prise 
^soiild tale place. 

If for instance, ail tlic commorlities which arc pro(liK*.eJ in 
this comitiy, wliether agncnltiiral or maiinfaotured, could he 
produced dining the lie vt ten years without labour, but could 
only be siipjdiod exactly in tlie same cjuautitics as tliey would 
be ui the actual state of things ; then, supposing tlie wills and 
means of the purchasers to remain the same, there cannot be a 
doubt that all prices ivoiild also romani the same But if this 
be allowed, it follows that the i elation of tlie supply to the 
demand is the dominant principle in determination of prices, 
whether maikct or natuial, and that the cost of production can 
do nothing but m subordination to it, that is merely as it effects 
the ordinary relation which the supply bear:; to the demand. 

It is, however, not necessary to resort to iinaginary cases, 
in order to fortify this conclusion. Actual expeiience shews 
the principle in the cleaiest light. 

the well known instance noticed by Adam Smith, of tlie 
insufficient pay of curates, notwithstanding ail the elforts of the 
legislatiiie to raise it, a striking proof is alforded that the 
permanent price of an article is determined by the demand and 
sii})f)ly, and not by tlie cost of production. The real cost of the 
education, would in this case, be more likely to be increased 
than diminished by tlie subscription of benefactors ; but a large 
part of it being paid by lienefactors, and not by the iiulivi<]uals 
llieraselves, it does not regulate and limit the supply ; and this 
supply, on account of such encouragement, becoming and 
coiitinumg abundant, the ]uice is naturally low, whatever may 
be the real cost of the education given 

^^The eliects of the poor-rates in loivering tlie wages of 
independent labor, present another piactical instance of the 
same kind It is not probable that public moiioy should bo more 
economically managed than the income of individuals ; coiiso- 
qnenlly the cost of rearing a family cannot be supposed to be 
diminished by parisli assistance; but a part of the expenses 
being borne by tlie public, and applied more largely to laboreis 
with families than to single men, a fair and independent pi ice of 
lab(U', adequate to tlie maiiiteuance of a certain family, is no 
longer a necessary condition of a sufficient supply. As by means 
of parish rates so applied, this supply can be obtained without 

2 T 
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siicli wages, the real costs of supplying Ia])or no longer regulate 
the ortliiiary wages of independent labor. 

^‘In fact, in every hnid of bounty ii]_)on production, the same 
elects iiiu^t necessarily take }>lace; and just in proportion that 
such bounties tend to lower prices, they slmw that prices depend 
upon the sap]>]y compared witli the demand, and not upon the 
cost ot p! odiiction.” 

II.iMiig now presented to oiir readers the opinions of these 
various writers, we sliall endeavour to discover some principles 
which may decide the controvmisy, which is at the basis of tbe 
whole theory of Economical Dynamics. 

The doctrine, then, whose soundness we are going to investi- 
gate IS this, that there are two classes of cases of value, in the 
first of which Cost of Prodaetion regidates Yalice^ in the other 
the Cost of Producing the last quantity raised regulates the 
Value of the whole, 

Now, before we investigate the truth of these laws, we shall 
lay down certain fundamental principles, drawn from the whole 
analogy of Physical Science : — 

L There cannot he more than one grand general Theory of 
V(due, 

IT. That iftwo^ or more^ Theories of Value 'loUl apparently 
account for any class of phenomena of value ^ or changes of 
valae^ that Theory only is to he held as the true one, which 
accounts for all the phenomena in the Science, and not that 
single class of 'phenomena only. 

Hence it is quite clear that, if in any particular class of 
phenomena, we have several theories which will apparently 
account for them, we have, in order to discover which is the 
true law, only to suppose a change in the relation of the quan- 
tities, and then that theory only which holds good for the altered 
relation of the quantities, and accounts for the change, is the 
true Law, and all others must be rejected. 

Tins is in evact conformity with the 3rd Aphorism of the 
JToruni Orgaiiuni, Book I. — "‘Quod in contemplatlone instar 
caiiste est, id in operatione instar reguke est.” — “ That which in 
Theory is the Cause, in Practice is the liideP 

The result derived from these principles is this, that the Law 
according to which changes of value take place, is the Law of 
Value at all particular times. 
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Now, as soon as those indubitable principles are laid down^ 
tlie day is lost for Ricardo and his followers ; because Ricardo 
liimself admits that the law of Supply and Demand governs 
the market price of all commodities for a limited period. And 
Mr. Mill says that the Law of Supply and Demand only governs 
pertiirhations of value 

Now this concedes the whole question. Because the law 
wdiich governs the peituibatioiiSj or changes, of Value, can be 
the only true law of Value in all particular cases. 

There are several cases where quantity of labour ” and “ cost 
of production” may be considered as equivalent, and the same 
argument will apply to shew that neither regulates value. But 
take it as we may, either quantity of labour or money cost of 
production, we shall shew tliat tlie doctrine that cost of produc- 
tion regulates value is entirely false; because, if this doctrine be 
true, it must necessarily mean : — 

1st. That all things which are produced by an equal quantity 
of labour, or an e<|ual money cost, must be equal in value, inde- 
pendently of any other consideration. 

2ndly. It must also mean, that all changes in value must 
be due to changes in cost of production, and to nothing 
else. 

Srdly. And if different things produced by equal quantities 
of labour must be equal in value, still more ligorously, if pos- 
sible, must It follow that all parts of the same thing when once 
produced, must be equal in value. 

We shall now give examples of each of these cases, to shew 
that the rule is utterly untrue. 

We have already quoted the case of a coal-mine, wliere the 
seams are of different qualities. The coal got from them, how- 
ever, is obtained by exactly the same quantity of labour ” or 
cost of production ” and yet sells for very different prices : 
this proves at once that quantity of labour ” or “ cost of pro- 
duction ” does not regidate the value. 

Again, let us suppose an orcliard, or garden. The trees are, 
of course, cultivated with a certain amount of laboui*, or expense : 
consequently, each individual piece of fruit must be the result of 
exactly the same quantity of lalmur, or cost. l"et everyone 
knows that out of the very same orcliard, and off the very same 
tree, fruit of vei y dillereiit qualities wdll be gathered. Will these 

2 T 2 
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(liiTeieiil qualities of fuiit fetcii llie same price in tlie market? 
Coiruiioii sense says they uould not. 

Next let ns take the third casoj for the stike of convenience 
If cost of production regulates value, it is quite clear licit every 
part of the same thing ought to be the same price. The slightest 
rcilection, ho^cev^a*, null shev/ that this is utterly iaise. Take 
any aihinal used for food, for exain})le. Do equal f[uantities of 
all ])aus of the same slieep, oi tho same ox, bear the same price 
ill the market? Common sense says they do not. 

Would equal quantities of the fi nit of a tree and of the wood 
of a tree sell for the same price in the market ? Common sense 
says they wx)iild not 

We will give amhlior decisive instance. In the coffee planta- 
tions in the East Indies, it is usual when the crop is gathered, to 
employ labourers to separate the berries into three distinct 
clashes, the large, the middling, and the small. Now each of 
those classes of berries is tho ])iodiice of the same quantity of 
laboni,” or *^^0081 of production,” yet these diffeient classes of 
berries sell for extremely different piices; and so much more 
is gained on the wiiole value of the cro]>, l)y sepaiating the 
bellies into the^x three classes, rather tlian by iettmg them 
remain mixed iq) together, that it is woitli while to expend 
this labour, or cost, iqmn it. What can more decisively prove 
the fallacy of tho assertion that labour, or cost, regulate 
Yaliie ? 

Eicard.o sa}S in tlie passage already quoted, — '^Tbat if the 
doimiud for hat>s should he douhled, the juice wmild immediately 
lise; hut that lase would only ]>e temporary unless the cost of 
production of lials, or tlioir natural price were laised.” But if 
the hats rose fojin tlie incieahcd demand, why should they fall 
again, w’itliout the f^iqiply being inerGased? If they aie to fall 
again, why’ should they have risen? If cost of ]>roductioii, su})- 
ply, and demand, remain exactly the same after tliey have risen, 
how can any change in theii value take place? Thcaido has 
omit led to slate, what lie meant, no doubt, that upon llie rise of 
joietN iixmi the increased demand, a larger sup}dy would be 
];nHliiced, Vvliich woidtl again laabice liats to their foi’iner value, 
ihit the onussion ol this is the wLule esscnci of the question. 
Because it tvas the iiici eased demand vrhieh raised them, and it 
would only be the increased supply which would lower them. 
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Tims shewing that it is entirely through the operation of demand 
and supply tliat all changes in value take place. 

Ricardo’s doctrine that when prices aie very high or very loWj 
they ai(3 governed by the Law of Demand and Supply, but that 
at some intermediate point they are governed by the Law of 
Cost of Production is utterly contrary to the Xato of Continuity^ 
which says that, A Quantity cannot from one amount to 
another hy any change of conditions unthovt passing through 
all the intermediate magnitudes according to the intermediate 
conditions If, therefore, the Law of Demand and Su})ply be 
true at any one }>oint in the lange of pi ices, it most be true at 
all points 

Mr, Mill has on tliis, as in so many other cases, emitted 
doctiines winch are contradicbuy. Thus he says^ — ^^For this 
reason, and fi'om the erioncous notion that value depends on the 
proportio7i between the demand and the sii])])]y, many persons 
suppose that this proportion must he alteied whenever Iheie is 
any change in llie value ol the commodity; that the value 
cannot fall throiigli a <bminution of the cost of production, 
unless the supply is pennaiiently increased ; nor rise, unless tlie 
supply is peimanently diminished. But this is not the fact.” 

But afterwards ho sa^'S,- — ^Mt is simply the Law of Deniaud 
and Supply, which is acknowledged to be applicable to all com- 
modities, and winch in the case of money, as of most othcT 
things, is controlled^ hut not sev aside^ hy tlie Law of Cost 
of Production, since cost of p>^'oducti on icould have no effect on 
value, if it could have none on SapplyC 

So also, in speaking of another class of cases, Mr. Mill says,^ — 

Since cost of production here fails us, we must revert to a law 
of value anterior to cost of production, and more fundamental ^ 
the Law of demand and supply.” 

Again, ill speaking of the law go\ernuig International Values, 
Mr. Mill says, We have seen that it is not their cost of 

production We must accordingly, as we liaie 

done before in a similar embarrassment, fall back upon an 
antecedent law, tliat of siqiply and demand: and in this we shall 
again find the solution of our difficulty.” 

Mow these extracts exhibit the utterly unscientific character of 

1 Bl m., ch 3, ^ 1. 2 Bl in , cli 9, ^ 3 

IJL m , at 10, ^1. ^ Bl lA . f h. IS, s' 1 
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Mr. MiU’s system, whicli is contrary to tlie fiindaniental prin- 
ciples of ISTatiiral Pliilosopliy. It is no more to be tolcraxetl tliat 
difterciit classes of Economic phenomena shoukl be governed by 
different fundamental Laws of Value, than that different classes 
of Astronomical phenomena should be governed by fiiiula- 
mentally different theories ; or that different classes of Optical 
phenomena should be explained on different theories of Light. 
When the analyst seeks for the Equation to a cur\ c, he mani- 
festly assumes that the Law which is true at any one point must 
he true at alt points. For if not, how can there be a general 
Equation to the curve ? If diffeient classes of Economical phe- 
nomena have different fundamental theories, how can there be 
any <deneral Equation in Economics ? How can it be a Physical 
Science ? FTow as it is universally admitted to be a demonstrated 
truth, that a great many cases of Value are governed by the 
Law of Demand and Supply, it follows that all cases must be 
so; and the distinctions which have been made are contrary to 
the principles of Inductive Philosophy, and must be swept away. 

Wages aie part of cost of production, and Smith says 
that higli wages cause high prices; we have shewn ^ that tins is 
a complete error; and that it is just as often that wages, i. e ^ 
cost of production, are governed by the value of the product, as 
the leversc. We, tlierefore, say no more about it here. 

Ill a great iiumher of cases it is impossible to say what the 
cost of production ot any article is, and the very fact of a 
market being opened up for it, is the very thing that confers 
value on it. In the last century, eggs were at Id. a dozen in the 
Highlands of Scotland, and salmon was so abundant, that it had 
scarcely any salealile value at all, there being no communication 
with the Southern markets. When this communicatioii was 
opened, eggs rose to 4d. or 6d. a dozen, and salmon acipiired a 
value of about Is a })ound. That was because agents from the 
South came and bought iq) the produce, because eggs weie, 
pcrha})S, Is. 6d. a dozen in the London markets, and salmon was 
2s Cd a pound. Now, eggs were not a Is. a dozen in London 
because they were 4d. a dozen in the Highlands, but people gave 
4d. a tiozen for them in the Highlands because they could get 
Is. a dozen for them in London. What, then, becomes of the 
niiau dian rule, that cost of ja oduction regulates value ? In this 

^ Chap 
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case it was the value of the eggs in the Loudon market, that 
regulated tliei)’ value in the Highlands, and not the reverse, and 
the same is obviously true of all other species of produce. 

The universal law in Political Economy is, therefore, that 

THE RELATION BETWEEN DEMAND AND SUPPLY IS THE SOLE 
REGULATOR OP VALUE. Tills law, like the law of gravity, holds 
good ill all cases whatever. It not only governs the value of 
any article, but also governs the value of every separate item of 
which that article is composed. All circumstances whatever 
that influence value, can be shewn to do so solely through their 
effect ill alteiingthe i elation of supply and demand. 

Price, then, is a peipetual stuiggle between the buyer and the 
seller, and the circumstances which com])el one party to yield, 
are the only measiiie of value at the time of the purchase To 
say that the cost of production regulates price is only true in 
this sense, that no man would willingly sell any articles he has 
produced at a less pi ice than that, together with something 
additional, by way of reward for his own labor, and he could 
not continue do so for any length of time ; but having settled 
that in his own mind as the lowest limit, he always endeavours 
to get as much more as he can, without the smallest reference to 
the cost of production; and how much more he can get is 
determined by the rule we have given above, namely, by the 
necessity the purchaser has for that particular service, together 
with the number of competitors to render it ; on the other hand 
the purchaser cares nothing for the cost of piodiiction ; his only 
object is to buy as cheap as he can, and he takes no thouglit 
whether the seller is selling at a loss or not. The result of this 
will be that if tbe selling value of any article falls below its cost 
of production for a length of time, it will cease to be produced. 
Every man endeavom/s to produce as cheap as he can, and to 
sell as dear as he can, and tlie two operations are quite 
independent of each other. 

When wc say that the relation botwecii supply and demand 
is the sole regulator of value, we mean to any that a change of 
value depends solely upon a change in that relation and upon 
nothing else. No change in tlie cost of production will make 
any change in value, unless it is also accom]ianied by a change 
ill the relation of demand and supply, and it is only through 
and by means of causing such an alteration, that a change in 
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tlie cost of production is usually accompanied ])y a cliange in 
value. 

Ill order to illustrate tins, let us take a fevr examples; let 
us take any article, suck as stockings, and let us sii]>i)ose tliat 
at any gi'ien time they bear a certain price m tlie market, no 
matter what, and tkat tkcre is a certain demand for tkeni at 
tkat pi ice 

Let us suppose tkat at a ceilaiii time before tlie iutrodiictioii 
of maclnnery, a man iifacfcmer employed l,00u kaiids; let us also 
su]>]>ose tkat he at some time invents a piece of inaekmery by 
wkicli lie can produce Ike same quantity of stackings, but at the 
same expense as 50 men vrould be. 'Now, if lie only piodiices 
Ike same qiiaiility as before, as ke will of coiiise take the best 
pi ice ke can get for them, tko demand lemainiiig Ike same, it is 
quite evident lliat no allerjilion in piiee will ensue, and all the 
])rofit acuuing from this diminution in the cost of production 
will go into the pocket oi' the producer; consequently, if ke 
does not manufacture any additional quantit}, no alteration in 
the market price will folloAv, every Iking will go on as before; 
Ike only diilereuGe will be that tkat })articular manufiictuier wiU 
make enoimous promts, owing to kis sagacity and skill in iiuenk 
ing this mackinery. But it the materials lor making Ike stockings 
can be su})pliod in unlimited quantities, the manufacturer will 
natiiially wish to increase the quantity lie prodtices, and realize 
greater proiits ; but if ke produce a gi eater quantity than before, 
tkat increased quantity will not be sold, unless offered at a dimi- 
nished price, so as to increase Ike circle of buyers ; but as the 
cost of tkeir ])ioduction has been dimimshed to him, he can 
atlbul to sell at a diminished price ; and the more ke wislies to 
sell, Ike inoie must tlie price be reduced. Now, it is quite evi- 
dent that the increased quantity <jf this single maaufacture 
till own v]>uu llio maiket, and oiI<u*ed at a diiiiinislieJ price, will 
aire(‘t Ike juices of llm whole (pianlity in tko market, because 
eveiy one else must consent to sell at the same piice to effect a 
sale at ail. It is also clear that e\ery single mamifacturer must 
aceouiimakile Ins }*!ices to ilie maiket price, and if he cannot 
produce at tlie maiket pace be will have to cease producing; 
and as we nriy Riipj»ose ih li tlieic aie several degrees of skilful- 
iie<s and economy aiiKuig the ^aiioU', manufacturers, it is quite 
tliai at every Hucccssi\e duninulioii of the market price, 
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those in succession will have to cease woihing who are least 
able to produce cheaply. Hence, it is quite clear that it is the 
market price Aviiich regulates the quantity of expense that can 
be afibrded in producing, and that it is the quantity that can be 
produced at tlie least expense, compared to the whole quantity 
that can be sold, that regulates the maiket price. 

Again, let us observe what is the result of a diiiiiimtion of the 
cost of production, according to various circumstances The 
Noitheni counties of Scotland export corn and cattle to the 
Southern markets They were served by a Steam Company, 
which had a monopoly of the trade. The usual consequences of 
a monopoly followed. Those which concern us here, as a ques- 
tion of Political Economy, were, that the fi eights and fares were 
most extravageiit, and all petitions for reduction were unheeded, 
as the Company tlioiight theie was no danger of opposition 
However, the people of the Horth could stand it no longer, and 
they determined to provide steam-lioats of their own. The 
natural consequence immediately followed, freights and fares 
were reduced nearly one half. Almost all the farmers subscribed 
for shares in tlio steamer, and many of them told me that if 
they lost all the money sunk in the steamer, tliey would still be 
great gainers by the saving of freights. That is, the diminution 
in the cost of production the expense of placing their pro- 
duce in the Southern markets,) went into their pockets. And 
■why was this ? Because the additional quantity of coin, ^c., 
thrown by the ISTorthern districts upon the Southern markets, 
was a mere drop in the bucket, compared to the demand of the 
Southern markets, and had no appreciable effect in lowering 
prices there, consequently, all the profits arising from the saving 
of freight, and the diminution of the cost of production, went 
into the pockets of tlie iSTorthern farmers and landlords. 

It is far more generally true that it is the value of the article 
when produced that governs the cost of production, than the 
contrary rule. It is true that it is often said that the prices of 
goods are raised because wages have risen, — as was the case 
with the iron trade in 1854 — but, then, what was the cause of the 
rise of wages? Simply a greater demand on tlie part of the 
public for articles of iron, for ships, for rail-roads, steam 
engines, &o. It >vas this original demand on the part of the 
piiblh*. for iron that raised the price of labui’, and the rise of 
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wages reacted upon the price of iron. The ])rodiiccrs of iron 
articles were ahle to raise their price to the public because there 
was a great demand for them. The demand by the public 
increased faster than it could be supplied. If the iiici eased 
supply required could have been furnished as quickly as it was 
waiitedj there would have been a rise in wageSybiit not in the 
price of the article itself. Ilcnce, the true cause of the i ise in 
the price of the article was not the rise in wages, but the demand 
for the manufactured aiticde increasing quicker than it could bo 
supplied. A lew months after that, a gieat revolution took 
place, the price of iron fell 30 per cent, and wages were reduced ; 
but was it the reduction of wages, <s., the cost of production, 
that caused the fall in the price ? Certainly not, but it was tlie 
fall in the price caused by the diminution of the demand com- 
pared to the supply, that compelled a reduction in the cost of 
production, or wages. 

These considerations are sufficient to shew the fallacy of 
the doctrine, that it is the cost of ]>rodiiction which regulates 
price, or value. On the contrary, it is generally the value an 
article is expected to have, when procuced, that "'causes it to 
be produced. The difTerence between the cost of its piodiiction 
and its value is called the profit^ and the course of a prudent 
man would be, first to calculate the cost of production of the 
article, then to consider what would he its probable value when 
produced, and if the difference between the two, or the profit, is 
sufficient to make it worth his while to produce it, he will do so, 
if not, he should try to discover some more ])rofi table operation. 
If the value of the article when produced is only equal to, or 
less than the cost of production, he must sell at a loss, and 
repeated operations of this nature will end by ruining him. 
The history of all commerce is but too full of examples of the 
value of articles falling below the cost of production, and of 
mercantile enterpiiscs which never pay their expenses. Theie 
is but one way by which a producer can govern price by the cost 
of production, and that is when he can obtain a command over 
the supply, and limit it artihcially, and not produce more than 
the public can be made to buy at a particular price. The Dutch 
acted upon this principle when they conquered the Spice Islands 
in the Eastern Archipelago, With contemptible selfishness, 
th(‘y cut clown three-fourths of the spice-bearing trees, and so 
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artifi daily enhanced the value of the remainder. It is also said 
that tbeie is but one mine in England which produces plumljago, 
or black lead for pencils, and this being in the hands of one 
pi opnetor, he carefully limits its annual produce to force up its 
price in the maiket. 

It IS necessary to observe, that when we say that a change 
in price invariably de})ends upon a change in the relation of 
supply and demand, ^ye by no means asserc that the change in 
price is diiectly proportional to a change in that relation, so 
that, for instance, an addition of one- fourth of the quantity, 
would produce a reduction of one-fourth in price. It is well 
known that this proportion does not hold ; and that a different 
proportion is found to obtain among different ai tides. NTor, 
though attempts have been made in some instances, such as 
corn, to discover the relation that exists betw^een the two, does 
it appear that any satisfactoiy solution has been obtained. All 
that can be said is that it is a change in the one that produces a 
change in the other, without asserting that there is any fixed 
proportion between the two changes, because it may very well 
be, and we‘ believe it to be the case, that that proportion follows 
no fixed law, but varies according to time and circumstances. 

I\ is perfectly manifest that any diminution of the cost of 
production, through however large an extent of country it miglit 
cover, would have no effect whatever in altering the market 
price, until the extra quantity thrown upon the market bore an 
appreciable proportion to the previous supply. And if districts 
of country are excluded from maikets, either by wmnt of com- 
munication or by prohibitive laws, then, when there are markets 
opened to them, their produce will acquire an immensely 
increased value to what it had before. That is, the opening of 
the markets will immensely increase the value to what it had 
before. That is, the opening of the markets will immensely 
increase the value of the produce in ibt country, and the 
increased quantity of produce thrown upon the market, will tend 
to lower the value of the produce in that market, and these two 
values will approach to each other in the inverse proportion of 
the respective quantities, precisely as the space travelled througli 
by each of the two bodies under the iofiuence of gravity, is in 
the inverse proportion of their masses. The establishment of 
steam navigation enormously increased the value of produce. 
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in tlie north of Scotland, the repeal of the coin laws eiioriiiously 
incrcjiscd the value of produce in the Daiiiihian ]>riiicipalitie'^ 

A consideration of the ]»rGCcding exam})les will iiirnish ns 
with the following iiiles : — 

1. ]Xo change in the cost of production will cause a ehango in 
value, unless it is accompanied by a change in the relation ol* 
supply and demand. 

2. A diimniition in the cost of luodnction, when effected 
without an increase of the epaantity prodiiccJ, goes entirely to 
the benefit of the producer. 

3. A diminution in the cost of production, in cases where the 
quantity of the produce can be increased without limit, goes 
entirely to the benefit of the consumer 

4. A diminution in the cost of production, in cases where the 
quantity is increased, but not without limit, goes partly to the 
benefit of the pioducer, and partly to tlie ])enefit of the com 
sumer, and this benefit is divided between the two in the inverse 
proportion of the extra quantity added, compared to tlie 
previously existing consumption. 

The systems, both of Adam Smith and llicardo, although 
there may appear to bo a dificrence between them, ai’e, never- 
theless, identical in their fundamental error, for they look to the 
WTong person as conferring value on any article. Tl^ey botli 
look to the producer as conferring value on the article, whereas 
it is unquestionably certain that ir is the consumer who bestows 
value. Adam Smith says, tliat it is the labor whicli the 
producer bestows upon the article that gives it its value, 
whereas it is perfectly indisputable, tliat tbings have not value 
hecavse lalior is bestowed upon producing them, but much labor 
is bestowed upon producing tliem, because ])eople desire them 
very much, and will give a great price for them, and, therefore, 
they have a great value. Ricardo says, that cost of pi'oductioii 
regulates value. Cut it is indl^juitably true, that things are not 
valuable because they are produced at a great expense, but peo}?’e 
spend much inouey in producing, because they expect that otfiers 
will give a great price to obtain them; that is, the things will 
be of great value when produced. Buyers do not give higli 
prices because sellers have spent much money in producing, but 
sellers spend niiich money in producing, because they liopo to 
find buyers wlio will give more 
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It perfectly tine that in a great many eases the natural 
effects of competition will cause the price to appioach very 
noaily to the cost of pi eduction, and Hicardo’s iiile will apjKC- 
remhj be foniKl to answer. But this is just one of the things 
ivluch must be most sedulously guarded against in sciencOj viz., 
to giem 111 a careless adherence to a form of expression which is 
ladieally erroneous, because it appeciTB to account for plienoniena 
We Will give an exact parallel. In the olden times pliilosophers 
ilioiiglit that the motion of projected bodies had a natural ten- 
deno}' to decay. They always saw that the motion of a body 
jirojected gradually diminislied, and finally ceased. JSTow, it is 
quite ea‘=iy to calculate results upon this principle. Given a 
certain velocity of projection, it would have been quite easy to 
calculate when the motion would ceas^, upon the su|)})osition 
til at it naturally decayed. And tlie results would have agieed 
wnlh the calculation. What could be more satisfactory? If, 
then, it is hastily assumed that, because results may agree with 
calculation, tlie })rinciples of those calculations are, therefore, 
necessarily true, lliose o})inions miglit have maintained their 
ground. But it is well known that modern philosophers have 
entirely rejected such a notion, as that motion has a natural 
tendency to decay. But they arrive at the same result by a 
totally distinct principle. They say tliat motion has no natural 
tendency to decay ; ])ut that, in all the cases we see, there are 
counteracting principles, such as the resistance of the air, friction, 
, which oppose it, and dually destroy it. And they unani- 
mously reject tlie former mode of accoauling for the results, and 
adopt the latter. Hence, we see that though principles are 
manifestly erroneous, whicli do not account for results, yet it 
does not necessarily follow that any principle which does 
account for tliem is, therefore, necessarily true, because, in iact, 
it may happen that several different principles may account for 
the result, and it requires judgment to decide wdiich is the true 
one. Now, the Bicardian principle of value is just like the 
former of those of motion. It apparently accounts ibr results 
ill a great many cases, and, therefore, may impose upon an 
unwary thinker. But it is a dangeious and seducing error, 
utterly false in principle, and to be repudiated and rejected by 
those who study Economics in the true spirit of science. 
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^^’3LF-coI^lRADICTIOKft ON' Rent — Anderson — TIicardo'’s 
Theoiiy of Rent — McCulloch — ]\Ir. J. S. Mill on Rent 
— Carey’s Theory of Rent — The Theory of Rent. 

1. We have now to shew the application of the Principle of 
the Gorotinidty of Scmice^ and the Paw of Contmzdty, to anni- 
hilate one of these false distinctions which have been created by 
Ricardo and adopted by Mr. Mill, between the Laws regulating 
the value of different classes of commodities, and to reduce it to 
the General Theory of Value. 

The discussion arose out of Smith’s clearly self-contradictory 
doctrines on the relation between Rent and the Value of corn. 
In discussing the price of commodities he says^ — ^‘In the price 
of corn, one part pays the rent of the landlord, another pays 
the wages or maintenance of the labourers and labouring cattle 
employed in producing it, and the third pays the profit of the 
farmer. These three parts seem either immediately or ultimately 
to make up the whole price of corn.” Again — Wages, Profit, 
and Rent, are the three original sources of all revenue, as well 
as of all exchangeable value.” And again in the same chapter 
— x\s ill a civilized country, there are hut few commodities of 
which the exchangeable value rises from labour only, rent and 
profit coniributing largely to that of the far greater part of 
them.” 

And in the next chapter he says that there is in every society 
or neighbourhood an ordinary or average rate of wages, profit, 
and also of rent; the latter regulated partly by the general cir- 
cumstances of the society or neiglibourliood in wliich the land is 
situated, and partly by the natural or improved fertility of the 
land. 

These ordinary or average rates may be called the natural 
rates of wages, profit, and rent, at the time and place at which 
they commonly prevail. 


^ M i., cli G 
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When the price of any commodity is neillmr more nor less 
than what is siitiicient to pay the rent of the iand^tlie wages of 
tlie labour, and the profits of tlie stock employed in raising, 
prepai mg, and bringing it to market according to tlieir natural 
rates, the conimodity is then sold for what may be called its 
natural pi ice. 

“ The commodity is then sold precisely for what it is tcorth (!) 
or for what it really costs the person who brings it to maiket. . . 

The actual price at ’which any commodity is commonly sold 
is called its market price. It may either be above, or below, or 
exactly the same with its natural price. 

The market price of every particular conimodity is regulated 
by the proportion between the quantity wdiich is actually brought 
to market, and the demand of those who are willing to pay the 
natural price of the commodity, or the whole value of the rent, 
labour, and profit, which must be paid in order to bring it thither.” 

Now these extracts affirm as clearly as can be, that Kent, 
Wages, and Profit, enter into the piece of corn exactly in the 
same way: so that if one be a cause of high price the others 
must be so too 

But in a subsequent chapter he says ^ Kent it is to be ob- 
served, enters into the composition of the price of commodities 
in a different way from Wages are Profit. High or low wages 
and profit are the causes of high or low price ; Ingh or low rent 
is the effect of it. It is because high or low wages and profit 
must be paid in order to bring a particular commodity to market, 
that its price is high or low. But it is because its price is high 
or low, a great deal more, a very little more, or no more, than 
what is sufficient to pay those wages and profit, that it affords a 
high rent, or a low rent, or no rent at all.” 

Now these doctrines as to Kent are most manifestly self-con- 
tradictory. Leaving out of consideration altogether his doctrines 
as to Wages and Profits, which will be investigated separately 
in the following chapters, Smith’s doctrines as to Kent are most 
manifestly self-contradictory in these sets of extracts. In the 
first he manifestly makes Kent enter into price in the same way 
as Wages and Profits, and to be a cause of Price : in the second 
lie makes Kent to enter into Price in the opposite way to Wages 
and Profit, and to be the effect of Price. 

^ Bh 1 , 2, On the Bent of Laml 
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lie then says that there are some parts of the |)ioiluce of 
laiitl which always afford some rent; and otheis nliieh some- 
times do and sometimes do not afford rent. He says — “ ITiiinaii 
food seems to be the only produce of land which uhotnjs and 
jiecesscfrUy affords some rent to the landlord.” Amon^ the pro- 
ducts of the earth which Smitli says sometimes do and some- 
times do not produce a Hent, are materials of clotliiiig and 
biiilding, raid the produce of mines, coals and metals, and 
the precious stones 

The iiiaiiifest self-contradictions of Smith on tlie siiliject of 
Ilent, and the importance of the question wdielher the piiee of 
corn would be any lower if the landlords gave np their rents, 
gave rise to an investigation of the Theory of Rent. It was 
commenced by a writer named Anderson, who was a practical 
farmer, and also an extensive wiiter on agricultural subjects. 
He also has a title to be remembered by posterity, as the in- 
ventor of the twm-horse plough without wheels, to which the 
immense progress of Scottish agriculture is mainly clue. In 
1717, the year after the publication of the Wealth of iVat to?) s, a 
new corn bill was brought into Parliament, and Andeison wrote 
a pamphlet called “ An Inquiry into the JSfainre of the Corn 
Laios^ 1777,” for the purpose of advocating a sliding bounty. 
Tn the course of this, he shews the entire fallacy of Adam 
Smith’s idea that the payment of 3‘ent iniluences the price of 
corn. He shews tliat the price of corn depends entirely upon 
supply and demand, and that all the variations in price are 
causedi by a change in the relation of supply and demand. He 
shews well that rents entirely depend on the price of corn, and 
that any rise in the price wmuld only temporarily benefit the 
iarmer, but ultimately it would entirely go to the landlord. 

Ill a note at page 45 of this pamphlet, he broaches his theory 
of Rent, winch is often supposed to be the origin of Ricardo’s 
Theory of Rent, though they are, as we shall shew, radically 
diilerent. 

It is not, however, the rent ot the land that deteruiines the 
price of its produce, but it is the price of that produce which 
cletenniiies the rent of the land ; although the price of that 
produce is often highest in those countries where the rent of 
land is lowest. This seems to be a paradox that deserves to 
be explained. 
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every country there is a variety of soils^ differing 
considerably from one another in point of fertility. These we 
shall at present suppose arranged into different classes, which 
we shall denote by the letteis A, B, C, D, E, F, &c, the class 
A comprehending tlie soils of the greatest fertility, and the other 
letteis expressing different classes of soils, gradually decreasing 
in fertility as you recede from the first. How, as the expense 
of cultivating the least fertile soil is as great, or greater, 
than that of the most fertile field, it necessarily follows, that 
if an equal quantity of corn, the produce of each field, can 
be sold at the same price, the profit on cultivating the most 
fertile soil must be much greater than that of cultivating the 
others, and as this continues to decrease as the sterility in- 
creases, it must at length happen that the expense of cultivating 
some of the inferior classes will equal the value of the whole 
produce. 

This being premised, let us suppose that the class F includes 
all those fields whose produce in oatmeal, if sold at 14s. per boll, 
would, be sufficient to pay the expense of cultivating them, 
without affording any rent at all. That the class E com- 
prehended those fields, whose produce, if sold at 13s. |)er boll, 
would free the charges, without affording any rent, and that, in 
like manner, the classes D, C, B, and A consisted of fields, 
whose produce, if sold respectively at 12, 11, 10, and 9 shillings 
per boll, would exactly pay the charge of culture, without any rent. 

Let us now suppose that all the inhabitants of the countries 
where such fields are placed could he sustained by the produce 
of the first four classes, viz. A, B, 0, D. It is plain that if the 
average selling price of oatmeal in that country was 12s. per 
boll, those who possess the fields D could just afibrd to cultivate 
them without paying any rent at all ; so that if there were no 
other produce of the fields that could he reared at a smaller 
expense than corn, the farmer could afibrd no rent whatever to 
the proprietor of them, and if so, no rents could be afforded for 
the fields E and P, nor could the utmost avarice of the proprietor 
in this case, extort a rent for them. In these circumstances, 
however, it is obvious that the farmer who possessed the fields 
in the class 0 could pay the expense of cultivating them, and 
also afford to the proprietor a rent equal to one shilling for every 
boll of their produce ; in like manner the possessors of the fields 
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B and A could affoid a rent equal to t wo or tliree sliilliiigs per 
boll of tboir produce reh[)ectively. Hor would the proprietors 
of these -fields find any difiicnltv in obtaining these rents^ because 
farmerSj finding they could live equally well upon such soils^ 
though having these rents, as they could upon the fields D, 
without any rent at all, would be equally willing to take the one 
as the other. 

But let us again suppose that the whole produce of the 
fields A, B, C, and B, was not sufficient to maintain the whole 
of the inhabitants. If the average selling price should continue 
at 12s. per boll, a-s none of the fields E and F could admit of 
being cultivated, the inhabitants would be under the necessity 
of bringing grain fiom some otlier country, to supply their 
wants. But if it should be found that grain could not be 
brought from that other country at an average under 13s. per 
boll, the price in the home market would rise to that rate, 
so that the fields E could then be brought into culture, and 
those of the class D could afifoid a rent to the proprietor, equal 
to what was formerly yielded by C, and so on of the others ; 
the rents of oveiy class rising in the same proportion. If tliese 
fields were su-fiicient to maintain the wdiole of the inhabitants, 
the price would remain permanently at 13s., but if there was 
still a deficiency, and if that could not be made up for less than 
14s. per boll, the price would rise in the market to that late, in 
which case the fields F might also be brought intx) culture, and 
the rents of all others would rise in proportion. 

“ To apply the reasoning to the present case, it appears that 
the people in the Lothians can be maintained by the produce of 
the fields A, B, 0, D, and E, but the mhabitauts of Clydesdale 
require also the produce of the fields F, so that the one is under 
tlie necessity of giving at an average one shilling per boll more 
for meal than the other. 

Let us now suppose that the gentlemen of Clydesdale, from 
an extraordinary exertion of patriotism, and an inordinate desire 
to encourage manufactures, should resolve to louver their rents, 
so as to demand nothing from those who possessed the fields E, 
as well as those of the class F, and should allow the rents of all 
the others to sink in proportion. Would the price of grain fall 
ill consequence of this? By no means. The inhabitants are 
still in need of tne whole produce of the fields F as before, and 
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are under the necessity of paying the farmer of these fields such 
a price as to enable him to cultivate them. He must, therefore, 
still receive 14s. per boll as formerly, and as the grain from the 
fields E, D, C, B, and A are at least equally good, the occupiers 
of each of these fields would receive the same pi ice for their 
produce. The only consequence, then, that would result from 
this Quixotic scheme, would be the enriching one class of farmers 
at the expense of the proprietors, without producing the smallest 
benefit to the consumers of grain, perhaps the reveise, as the 
industry of these farmers might be slackened by these measures. 

If, on the other hand, by any political arrangement the price 
of oatmeal should be reduced from I4s. to 13s per boll, it would 
necessarily follow that all the fields of the class F would be aban- 
doned by the plough , and the rents of the others would fall of 
course, but with that fall of rent the quantity of grain pro- 
duced would be diminished, and the inhabitants would be 
reduced to the necessity of depending on others for their daily 
bread. Thus it appears that the rents are not at all arbitrary, 
but depend on the market price of grain, which in its turn de- 
pends upon the effective demand there is for it, and the fertility 
of the soil in the district w^here it is raised, so that the low^ering 
of rents alone could never have the effect of rendering grain 
cheaper.” 

This passage is i emarkable as being the first elaborate attempt 
to explain the theory of rent, but it is manifestly defective be- 
cause it assumes the necessity of there being different degrees 
of fertility in the soil of the country. This supposition is 
entirely sap>erfliious, because rent would arise, even though all 
the soil was of exactly the same fertility. Ricardo greatly ex- 
tended it afterwards, by shewing that there wmie other circum- 
stances which were equivalent to differences of fertility But 
the great merit of this passage is the final and conclusive answer 
it gives to the popular notion, that if landlords went without 
rents, com would be any the cheaper. 

2. We now come to Ricardo’s Tlieory of Rent. He begins 
by defining rent to be that portion of the produce of the earth 
which is paid to the landlord for the use of the original and 
mdestructiUe 2 ^oioers of the soil} The Romans held it to be an 

^ Punnjjles of Political Economy and Taxation, p 53 
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evil omen to stumble on the threshold. Any one who has the 
shghtcsL Iviiowledge of agiiculture can see at once that Ricardo’s 
doliriition of rent is absiml. The earth has no “ original and 
indestructible ” powers in the sense he means. The only oiiginal 
and indestiiictibie power that it luis^ is that Of extent. There is 
scarcely any land whatever v.^hich is lit for cnltivation without a 
very considerable expcnditiiie of labor or capital, and the pouters 
of the eaith are so far fiom being in dostriic tilde, that except in 
a few favored regions, they wear out very fast, and require a 
constant renewal of labor and capital to keep it in a ht state for 
cultivation. Pie then >says, — is often, however, confounded 
with the interest and proiit of capital, and in popular language 
the term is applied to whatever is annually paid by a farmer to 
Ids landlord. If, of two adjoining farms of tlie same extent, 
and of the scone naturcfl fert'dity^ one had all the convenience of 
furmbig hidkJings., and besides, was properly drained and 
manured, and advantageously divided by hedges, fences, and 
walls, while the other had none of these advantages, more remu- 
neration would naturally be paid for the use of one, than for the 
use of the other, yet, in both cases, this remunei'ation would be 
called rent. But it is evident that a portion only of the money 
annually to be paid for the improved farm, would be given for 
the original and indestructible powers of tlie soil; the other 
portion would be paid for the use of the capital which had been 
employed in ameliorating the quality of the land, and in erecting 
such buildings as were necessary to secure and preserve the 
produce.” With respect to this, we may say that rent is the 
word invariably applied to remuneration paid for the use of 
houses and buildings, and therefore nothing can be more proper 
than to include the sum paid for them in rent With respect to 
the other things which are necessary for the due cnltivation of 
the farm, to deny the name of rent to the remuneration paid 
for them, is as frivolous as to say, in speaking of a house, that 
the word rent is to be restricted to the sum paid for tlie use of 
the bare walls, but that the remuneration paid for the painting, 
papering, fitting-up, and all the decorations, is to be called 
interest for capital. 

Ricardo then says,— Adam Smith sometimes speaks of rent 
in the strict sense to which I am desirous of confining it, but 
more often in the popular sense in which the term is usually 
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eniployed. He tells ns that the demand for timber, and its con- 
sequent high price in the more southern countries of Europe, 
caused a rent to he paid for forests in Norway \'\hich could, 
befoie afford no rent. It is not, however, evident that the 
peison who paid vrhat he calls rent paid it in consideration of 
the valuable commodity which was then standing on the land, 
and that he actually repaid himself, Avith a profit, by the sale of 
the timber. If, indeed, after the timber was removed, any com- 
pensation Avere paid to the landlord for the use of the land, for 
the purpose of groAAdiig timber, or any other produce, Avith a 
AueAV to future demand, such compensation might justly be 
called rent, because it AAmuld be paid for the productive powers 
of the land; hut in the case stated by Adam Smith, the com- 
pensation Avas paid for the liberty of removing and selling the 
timber, and not for the liberty of growing it.” 

This objection of Ricardo’s is manifestly of no weight, because 
rent is in all such cases part of the j^rofits of the produce of the 
soil, and the distinction made betAveen the remuneration paid 
for the right of cutting that limber and the right of groAving 
future timber is manifestly futile, because, though the sum paid 
for that single crop is limited, it is manifestly paid for the use of 
the productive pov^ers of the earth, so far as regards that crop, 
just as much as the future produce of the productive powers of 
the earth. 

Ricardo then goes on, ^Hle speaks also of the rent of coal 
mines and of stone qiianies, to Avliich the same observation 
applies — that the cojiipensation given for the mine or quarry is 
paid for the value of the coal or stone, which can he remoA^ed 
from them, and lias no connection with the original and in- 
destructible powers of the land. This is a distinction of great 
importance In an inquiiy concernmg rent and profits, for it is 
found that the laAVS AAdiich regulate the progress of rent are 
A?idely different from those which regulate the progress of 
profits, and seldom operate in the same direction.” The 
objection taken by Ricardo to Adam Smith has no force what- 
ever The fact is, that his own definition of rent is purely 
arbitrary and futile. It is a matter of utter impossibility to 
distinguish the portion of the remuneration AA^Iiich is paid for 
the use of tlie original and indestructible powers of the soil, 
and the portion wliich is paid as interest of capital expended 
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it. To do til at strictly, all the labour wliieli lias been 
expended upon bringing it from a state of nature must be called 
capital expended upon it, and tbe remuneration paid for that 
must be subtracted from tlie rent. And tlien wliat will leinain 
for rent? Tbe fact is, that tbe separation of rent and proiii, as 
proposed by Ricardo, is a tbing that cannot be effected, and is 
liolbiiig more than a play upon woids. 

Having thus proposed a definition of rent which is highly 
incorrect, Ricardo then goes on to explain how rent arises. 
He says that on the first settling of a country in 'vvhicli there 
is an abundance of rich and fertile land, a veiy small pio- 
portion of vvhicli is required to be cultivated for the support of 
the actual population, or indeed can be cultivated with the 
capital which the population can command, there will be no 
rent. For no one would pay for tbe use of land, when there 
was an abundant quantity not yet appropriated, and therefore at 
the disposal of whosoever might choose to cultivate it any more 
that he would pay rent for the use of air, and water, or any 
other of the gifts of nature, which exist in boundless quantities. 
It is only, then, because land is not unlimited in quantity, and 
uniform in quality, and because in the progress of population, 
land of an inferior quality or less advantageously situated, is 
called into cultivation, that rent is e\eY paid for the use of it. 
“When, in tbe progress of society, land of the second degree 
of fertility is taken into cultivation, rent immediately com- 
mences on that of the first quality, and the amount of that rent 
wdll depend on the difference of these two portions of land, 
b|%en land of the third quantity is taken into cultivation, rent 
' lltniiedialely commences on the second, and it is regulated as 
before by the difference of their productive powers At the same 
time the rent of the first quality will rise, for that must always be 
above the rent of the second, by the difference between the pro- 
duce wLicli they yield, with a given quantity of ca})ital and labour. 
With every step in the progress of population which shall oblige 
a country to have recourse to land of a worse quality to enable 
it to raise its supply of food, rent on all the more fertile land 
will rise.” 

Ricardo proceeds, — “ rent is always the difference between the 
produce obtained by the employment of two equal quantities of 
capital and labour.” — “ Rent invariably proceeds from the eni- 
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ployment of an additional quantity of labour with a pio 2 )or- 
tionally less return ; ” and he then immediately proceeds to say, 

When land of an infeiior quality is taken into cultivation, the 
exchangeable value of raw produce will rise, because more labor 
is required to produce it ” 

Ricardo'’s doctrine is — that corn which is produced by the 
greatest cjiiantity of labour is the regulator of the price of 
conn” And, again — ‘^Tlie rea‘=Jon then, why raw produce liscs 
in comparative value, is because more labour is employed in the 
production of the last portion obtained^ and not because a rent 
is paid to the landlord. The value of corn is regulated by the 
quantity of labour bestowed on its production on that quality 
of land, or with that portion of capital, which pays no rent. 
Corn is not high because a rent is paid, but a rent is paid 
because corn is higli ; and it has been justly observed that no 
reduction would lake place m the price of corn, although land- 
lords should forego the whole of their rent. Such a measure 
would only enable some farmers to live like gentlemen, but would 
not diminish the quantity of labour necessary to raise raw pro- 
duce on the least productive land in cultivation ” 

3. It is often said Anderson was the originator of the 
Theory of Rent which Ricardo afterwards adoj^ted and developed. 
But, on comparing the two theories, it will be seen that though 
they have one part in common, namely, considering that Rent 
arises from differences in the fertility of soils, yet they are 
fundamentally different, Anderson, as a practical farmer, makes 
the high price of corn to proceed exclusively from the great 
Demand for it. This increased price causes it to be profitable 
to bring lands of decreasing fertility into cultivation, and con- 
sequently the lands which can produce corn at a cheaper rate can 
afford to pay a Rent. But Ricardo makes the whole price of 
corn to be regulated by the quantity of labour ” bestowed in 
obtaining the last quantity produced. Therefore, of course, all 
the corn produced at a cheaper rate can afford to }>ay a Rent. 
Now it so happens that the practical result of both theories is 
identical, and it is true. It is perfectly clear tliat the payment 
of Rent does not in any way influence the price of corn, and 
conse(iiieiitIy if the landlords were to forego their rents, it would 
not make c-oro any the cheaper, but the Rents would go into the 
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pockets of the farmers. But as a question of Science, the 
Theories arc fundamentally distinct : for Andersoif s Theory 
makes the Value of corn to be governed solely ])y Demand and 
Supply; Ricardo’s Theory by “‘quantity of labour,” or *^^cost of 
pi odiictioii.” 

In both theories, however, differences of the fertility of soils 
•"are made the necessary condition of Rent arising, which we 
shall shew hereafter is an error. 

All believers in Ricardo’s Theory of Rent make Rent to arise 
from the differences in the fertility of soils: thus McCulloch 
says “ The fundamental position laid down by Dr. Smith, that 
there are certain species of produce that always yield Rent, is 
contradicted by the widest and most comprehensive experience. 
Were such the case, rents would always exist, whereas they are 
uoifonnly unknown in the earlier stages of society. The truth 
is that Rent is entirely a consec|nence of the decreasmg pro- 
ductiveness of the soils successively brought under cultivation 
as society advances, or rather of the decreasing productiveness 
of the capitals successivMy applied to them. It is never heard 
of in newly settled countries, such as New Holland, Illinois, or 
Indiana, nor in any country where none but the best of the good 
soils are cultivated. It only begins to appear when cultivation 
has been extended to inferior lands ; and it increases according 
to the extent to which they are brought under tillage, and dimi- 
nishes according as their culture is relinquished.” McCulloch 
has a long note at the end of his edition of Smith, but as it 
contains nothing different from Ricardo, it is superfluous to 
quote it. McCulloch’s observation that Rent does not arise in 
new countries where there is abundance of fertile land would be 
easily answered if it were true, because Rent cannot arise until 
the relation of Landlord and Tenant is established ; Rent beina* 
the sum paid to a landlord for the use of land: and of course, 
where there is abiiiKlance of land, every one would rather have 
land of Ms own than pa}" reiit to a landlord. And in the next 
place it is not true that Rent does not exist in these new settled 
countries ; because the land in them belongs to the Government, 
and it is quite usual for the Government to demand a Rent for 
tracts of land. It is true, some colonies, for the sake of encou- 
raging iniinigralioii, do give a certain amount of land free to 
^ Xvte to Wealth of Kauon^^ UL i., eh 11. 
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desii‘able settlers : but McCullocli’s assertion that Rent is newer 
paid in new settled countries is wholly contrary to fact. 

Mr. Mill goes so far as to call Ricardo’s Theory of Rent the 
p07i8 (isbiormn of Political Economy. He adopts Ricardo’s 
division of the classes of commodities^ and says ^ The value, 
tlicrefore, of an article is determined by the cost of that portion^ 
of the supply which is produced and brought to maiket at the 
greatest expense. This is the Law of Value of the third of the 
three classes into which all commodities are divided.” Again 
he says — '^Rent, we again see, is the difference between the 
unequal returns to different plats of the capital employed on 
the soil.” — ^^Tliiis rent is, as we Inave already seen, no cause of 
Value, but the price of the privilege which the inequality of 
the returns to different portions of agricultural produce confers 
on all except the least favoured portions.” Again ^ “ Agricul- 
tural productions are not the only commodities which have 
several different coeU of production at once, and wliich in 
consequence of that difference, and in proportmi to it, afford 
a rent” 

Thus Mr. Mill distinctly makes differences of cost of production 
the necessary condition of Rent arising. W e shall see afterwards, 
however, that he is quite inconsistent with himself as to the 
regulating law of price, and that in some passages he leans to 
Ricardo, and in others to Anderson. 


4. This Theory of Rent was vaunted as a most wonderful 
discovery soon after it was published. But it met with a stout 
antagonist in Mr. Carey, tlie American Economist. In his firsli 
works he dissented from the Tlieory, but he admitted men 
began by cultivating the best land first. Afterwards, however, 
he took up a new position altogether.^ He maintains that the 
first settlers in a country ahvays begin by cultivating the inferior 
soils. He says that the best soils are always covered with 
immense trees that he cannot fell, or they are swamps that ho 
cannot drain. These, he says, cannot be brought into cultivation 
till men and Capital increase. But there are alwa} s spots of an 
inferior degree of fertility, on the hill side for instance, where 
the thill soil has pi evented the growth of trees and shrubs, 

1 Bl. Ill , di 5, ^ 1 Hid , § 3 

2 TH Pad, the Piesent, oiid the Fat a re 
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wMcli are always brought into cnltivation first, because they 
afford the readiest return for labour. 

Mr. Carey then (p. 17) attacks the Ricardo theory of Rent, 
and says, — ^^ISTearly 40 years have elapsed since Mr. Ricardo 
comniiinicated to the world his discovery of the nature and 
causes of rent, and the law of its progress. The work by means 
of which it was first made known has since been the text woik 
of that portion of the English community who style themselves 
par excellence^ political economists, and anything short of abso- 
lute faith in its contents is regarded as heresy, worthy of excom- 
munication, or as evidence of an incapacity to comprehend them, 
worthy only of contempt. Nevertheless, imitating in this the 
action of the followers of Mahomet, in regard to the Koran, the 
professors, one and all, who have undertaken to teach this 
doctrine, insist upon construing it after their own fashion, and 
modifying it to suit their own views and the apparent necessities 
of the case ; the consequence of which is, that the inquirer is at 
a loss to determine what it is that he is required to believe, 
liaving studied carefully the works of the most eminent of the 
recent writers on the subject, and having found no two of them 
to agree, he turns in despair to Mr. Ricardo himself, and there 
he finds in the celebrated chapter on rent, contradictions that 
cannot be reconciled, and a series of complications such as never 
before we believe, was found in the same number of lines, The 
more he studies, the more he is puzzled, and the less difficulty 
does he find in accounting for the variety of doctrines taught by 
men wlio profess to belong to the same school, and who ail 
agree, if in little else, in regarding the new theory of rent as 
the great discovery of the age. ^ 'i- 

At first sight, it looks to be exceedingly simple. Rent is 
said to be paid for land of the first quality, yielding one hundred 
quarters in return to a given quantity of labor, when it becomes 
necessary, with the increase of population, to cultivate land of 
the second quality, capable of yielding but 90 quarters in return 
to the same quantity of labor ; and the amount of rent then paid 
for No. I. is equal to the difference between their respective 
products. No proposition could be calculated to command more 
universal assent Every man who hears it sees around him land 
that pays rent He sees that that which yields forty bushels to 
the acre pays more rent than that which yields but thirty, and 
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that the difference is nearly equal to the difference of product. 
He becomes at once a disciple of Mr. Ricardo, admitting that 
the reason why prices are paid for the use of land is that soils 
are different in their qualities^ when he would at the sam>e 
momeyit^ regard it as in the highest degree absurd^ if any one 
loere to undertake to prom that prices were paid for oxeji 
because one ox is heavier than another ; that rents are paid for 
houses because so?ne loill accommodate twenty persons and 
others only ten ; or that all ships command freights because 
some ship)s differ from others in their capacity I ” 

At p. 23, he says, ^Ht will be perceived that the whole system 
is based upon the assertion of the existence of a single fact, viz., 
that in the commencement of cultivation, when population is 
small, and land consequently abundant, the soils capable of 
yielding the largest return to any given quantity of labor alone 
are cultivated. The fact exists, or it does not If it has no 
existence, the system falls to the ground. That it does not 
exist ; that it never has existed in any country whatsoever ; and 
that it is contrary to the nature of things that it should have 
existed, or can exist, we propose now to show.” 

This then, we may say, is the main purpose of this work. 
Mr. Carey, from a general survey of different countries, main- 
tains that men always have, and necessarily must have, com- 
menced cultivation on inferior soils, and when men and capital 
increased have then progressed to bring the best soils into 
cultivation. The reason for this general and sweeping conclusion 
is, as above indicated, because the best and most fertile lands 
are always covered with forest or swamp, and the inferior lands 
free from them. Hence settlers begin with those lands most 
easily attainable. The universality of this law Mr. Carey 
attempts to prove. This then is the basis of his theory of Rent, 
and as seen above it is in diametrical opposition to tliat of 
Ricardo. He also maintains that as men and capital increase, 
and better lands are brought into cultivation, rents lise, and 
population becomes better off. 

Mr. Carey maintains the necessary universality of tliis course, 
and he has taken a wide survey of the history of nations in 
different ages, in all countries of the world, to prove its truth. 

NTow Mr. Carey has undoubtedly so far succeeded as this. 
He has certainly completely overthrown the basis of Ricardo’s 



()68 


PRINCIPLES OP ECONOMICS. 


[Cii\P X 


Theory of Reiity which clepends on the universality of men 
occupying the best land first. It is iiidiibitahly true that in a 
great cases men do begin with the iiglit middling soils 

first. And this is all that is required by the laws of Inductive 
Logic. But to assert as a necessary, invariable, and universal 
law, that men do and must in all cases begin by cultivating the 
inferior soils is preposterous. In multitudes of cases men did 
begin cultivation on the best soils. It has often been remarked 
what a keen eye for good land the monks had. In multitudes 
of cases the monasteries will be found placed in the centre of the 
richest and best lands. 

Now if there are abundance of cases, as there undoubtedly 
are, in w^hich men began by cultivating the best lands, that is 
fatal to the generality of Mr. Carey’s theory, just as the instances 
which he has adduced of men beginning on the light middling 
lands are fatal to Ricardo’s theory. Each of them has perilled 
his theory on the universality of a particular course of pro- 
ceeding. 

From every general theory all accidental and particular cir- 
cumstances must be eliminated. The particular state of the 
case as asserted by Ricardo is sometimes true, and the particular 
state of the case as asserted by Mr. Carey is also sometimes 
true; and therefore it is clear that neither is true as a general 
theory. A true general theory must include them both. 

5. Sixteen years ago, when we read Ricardo’s Theory of Rent 
for the first time, we wrote ^ — “Another most abundant source 
of error is when twm phenomena are related to each other, to 
mistake the cause for tlie efTeot. NTo more striking instance of 
this can be selected than the Theory of Rent propounded by 
Mr. Ricardo. In a few words, Mr. Ricardo’s axiom is that the 
expense of raising corn on tlie worst land in cultivation will de- 
termine the a^^erage price of wheat, and afford and measure the 
rent of lands of a superior quality. . . . Notwithstanding 

these authorities, ^YQ have no hesitation whatever in saying that 
the Ricardo Theory of Rent is a mere delusion ; and that it is 
fundamentally erroneous, inasmuch as it inverts the relation of 
cause and effect. From an intimate knowledge and observation 
of the action of prices in an agricultural district, and the views 
i Thcorif Gdd I^racUm of BauluKj. Vol. i,, Intioducuon^ p, Edit 1855 
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of farmers in taking farms, we have no hesitation in saying that 
it is not the cost of cultivating the worst lands which determines 
price, but the precise reverse, and that it is the average value or 
price of corn which determines the v^orst quality^ and most ill- 
situated land that can be cidtivated with a profit^ and also decides 

lohether there can he cmy rent for it It is evident 

that this is no mere piece of vain logomachy, but is the very 
root of the matter ; we liaveiio hesitation in saying that Ricardo 
has iiivcited cause and eifect, and that the whole Theory of Rent 
based upon this erroneous axiom, is a delusion and a chimeras 
and that any course of action based ujion so fallacious an axiom, 
would iuMhbly lead to results precisely the reverse of what was 
intended and expected.” 

This we wrote from our own practical laiow ledge of the sub- 
ject. Since tliat work was published, we have found tljat J. B. 
Say has urged exactly the same objection against Ricardo’s 
Theory of Rent. Say says * — “ We shall see further that it is 
the same false conception of the origin of value which is the basis 
of Ricardo’s Theory of Rent. He pretends that it is the cost 
which is obliged to be made to cultivate the worst lands, winch 
makes a rent to be paid for the better ones, whereas it is the 
wants of society whicli gives rise to tlie demand for agricultural 
products, and raises the price of them sufficiently high for the 
farmer to make a profit to pay the owner of the land for the 
right of cultivating it.” 

And this view, which is exactly the same as ours, he enforces 
further on - 

So also Dr. Chalmers points out exactly the same fallacy — 

It is a signal error in a recent theory of Rent that the differ- 
ence of quality in soils is the efficient cause of it. . . . In 

affirming that it is the existence of this inferior land whicli 
originates the rent, there is a total misapprehension of what may 
be termed the real Dynamics of the subject.” And at p. 330, 
lie says — The error of the Ricardo system of Political Economy 
on the subject of rent has been well characterized by Mr. 
T. Perronet Tliompson as the fallacy of inversion. It confounds 
the effect with the cause. It is not because of the existence of 

1 Traite, p 57 note 2 ^ 410 Hec also Cours^ Part ii , ch 2 

3 On Political Economy in connection with the moml state and moml jn aspects of 
/Society Ajytendix. 
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inferior soils that the superior pay a rent, but it is because the 
superior pay a rent that the iiifeiiorare taken iuto occupation.” 

Lastly we may cite the opinion of the learned Judge, Mr. 
Justice Byles in the testimonial he gave us ^ “ I obsein e that in 
your economical writings you have assailed Ricardo’s Theory of 
Rent. Fifty years ago I not only read Ricardo’s book, but 
actually abridged it. Subsequent rejection and observation 
have convinced me that that theory is unsound, as indeed, is 
most of his book.” We are happy to cite these testimonies all 
agreeing with our judgment. 

6. We have seen that Anderson and Ricardo with his followers 
McCulloch and Mr. Mill all make Rent to arise from differences 
in the returns to Capital, either from difference of fertility, 
situation, or differences of Capital applied to the same soil. 
And unless there were these differences of returns, it is mani- 
fest from the extracts given from these writers, that according 
to their theory, there could be no such thing as rent. Row let 
us suppose some vast plains of illimitable extent on the earth’s 
surface, all of uniform fertility, with markets thickly distributed 
over them so that their situation is uniform, and also equal 
amounts of capital expended on the soil ; such as the plains of 
Bengal, or Lombardy, or such as the plains of South America 
along the Amazons might be. Row in such a country as this 
could not there be such a thing as Rent? Accordmg to the 
doctrine of Ricardo, McCulloch, and Mill, there could not he 
such a thing as Rent in such a country ! The very statement of 
such doctrine is enough to call forth the amazement and ridicule 
of any practical man of business. 

'7. We have now to develope the Theory of Rent which is 
independent of differences of fertility, or differences of situation, 
or of differences of return to Capital. 

First: What is the first thing necessary in order that Rent 
should arise ? 

It is that the relation of Landlord and Tenant should exist : 
Rent is the sum paid by one person to another for the use 
of land ; hence unless the land is owned by one person and let 
to another, there can be no such thing as Rent. 

i Preface, ;p xvi 
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Seconilly : From what doeis the possibility of Rent being paid 
arise ? 

It arises from this, that a few persons, especially with the 
assistance of horses, cattle, and agricultural imj^lenients can raise 
from the earth a very much larger amount of produce than 
is necessary for their own subsistence. 

Thiidiy . Let us consider when, or under what circumstances, 
Rent will arise. 

Let us suppose that there is a large tract of country belonging 
to a landlord, either the State, or a private person, and 
comprising many different kinds of soil of varying fertility. 

ISTow suppose that any portion of this soil is parcelled out 
among families in such a way that each family has got only just 
exactly enough for its own subsistence. These placed on the 
better lands will of course require a smaller amount of land than 
these placed on infeiior lauds. 

Now if the land were parcelled out in this way, it is manifest 
that these families could pay no rent for the land, because they 
have no surplus produce to pay, as rent. 

Again, let us suppose the same land parcelled out among a 
number of families, each with a very much larger portion of land 
in their possession than is necessaiy for their subsistence. 
Then as each family would be able to maintain itself entirely 
on its own land, it is evident they could pay no rent, as there 
would be nobody to purchase any produce they might raise above 
their own wants. (Supposing that they did not export it to 
foreign markets.) 

Supposing while the land is parcelled out in this way, a town 
springs up. Then of course the inhabitants of the town cannot 
raise food for themselves, and the tenants in the country would 
ilnd it profitable to grow food to sell to the dwellers in the 
town. 

Of course when the town was very small the demand would 
be very small, and therefore the price low; and therefore it 
would only pay to bring in corn from the land nearest the town . 
But as the numbers m the town increased, the demand would 
increase, the price of the corn would increase, the rent of the 
land nearest the town would increase, and then it would pay to 
bring corn from the second zone of land. As the town con- 
tinued to increase, the demand would still more increase, the 
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price would go liigher stillj tlie reid in the first ;inri soeoiid /ones 
would iiicrcascj and tl'cn it would pay to bring tlio com from 
tbe third zone, and so on. 

It is also clear that if there were only one centre of popula- 
tion, the price of the corn arising fiom tlie diaiiand, would 
indicate the greatest cost that could be iiicuired in bianglng 
the corn to iiiarlvet. And as this cost increased, there ■\rould 
be a zone from whicii it would just pay with ordinary profits to 
bring the corn to market, but which could pay no rent. 

Now Hicardo says tliat it is the cost of producing the corn 
from tliis outmost zone which regulates the price of all the corn 
sold in the market. 

We say it is manifestly exactly the reverse. — ^It is the price of 
the corn in tlie market which indicates the position of this 
zone. 

Ricardo says ^ When in the progress of society land of the 
second degree of fertility is taken into cultivation, rent immedi- 
ately commences on that of the first quality.” 

We say it is exactly the reverse, and that it is— “When rent 
commences on land of the first degree, land of the second degree 
will be taken into cultivation. 

Ricardo says — When land of the third quality is taken into 
cultivation, rent immediately commences on the second. At the 
same time the rent of the first quality will rise.” 

Wo say it is exactly the reverse, and that it is — When in the 
progress of society the price of corn rises, the rents on the first 
and second qualities will rise, and then the third quality will be 
taken into cultivation. 

Ricardo says — When land of an inferior quality is taken 
into cultivation, the exchangeable value of raw produce will rise, 
because more labour is required to produce it.” 

We say that the sentence should have been written thus — 

When the exchangeahie value of raw produce rises, land of an 
inferior quality will be taken into cultivation, because more la- 
bour may be profitably employed to produce it.” 

Ricardo says — The value of corn is regulated by the quantity 
of labour bestowed on its production or that qualitj of land, or 
with that portion of capital, which pays no rent.” 

We say it is exactly the reverse and that— The value of corn 
1 Pi inciptfSj cJi. li , on Bent 
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indicates tlie worst equality of land npon wliicli labour may be 
bestowed witlioiit paying rent. 

llicardo says — Tliat corn wliicli is })rodiiced by tlie greatest 
quantity of labour, is the regulator of the price of corn.” 

Wo say it is exactly the reverse, and — That the }>rice of corn 
indicates the greatest cost which will be employed in produemg 
corn. 


8. N'ow \YQ have supposed only one centre of town, pop- 
ulation: and under such circumstances rents would no doubt 
progressively dimiiiisli till they vanished. But what need of 
supposing only one centre of town population? Let us sup])ose 
that thei'e are any number of towns and markets s])reuil all over 
the country. Then of course tiioso miiueroiis towns will tend to 
equalize Rents all over the country; and like as in Loniljardy, 
we may suppose tliem so nearly equally spread over the couiitiy 
that differences of situation are practically annihilated. Wc may 
also suppose that c<|ual portions of Capital ha^^e been applied to 
the land: so that the circumstances of an indellrite extent oi 
country are absolutely equal, blow as long as the circiimstanoes 
of the elifferont parts of the country are different, Ricardo, 
licCiilioch and Mr. Iffili allow that Rents may exist; bat as soon 
as the circiiiiisfcaiices are absolutely equal all over the coimlry-™* 
the possibility of there being such a thing as Rent ceases to 
exist ! ! 

Mow siicli is the logical conclusion of the Ricardo Tlicory of 
Rent ! and we simply ask can such a doctrine be received by 
any sane man ? 

We, thus, by this means, eliminate differences of fertility, 
situation, or application of capital, from the Tlieory of Rent. 

What then :ire the circumstances under which Rent arises ? 
They are tliese— 

1. That tlie land must belong to a landlord, and be let to a 
tenant, 

2. That the tenant shall have in his possession a larger amount 
of land than is necessary for his owm maintenance. 

S. That the population in some parts of tlie country be 
collected in such dense masses tliat they cannot grow coni for 
their own subsistence on tlie land they occupy. 

4. That the population in oilier jiarts <>f the eoiiniry 1 h» 
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scaitereii so wllely tliiii too/ c.tiuv*t consame ilio ijroluec of 
the S01I5 but llioY ruoy sell ssome of it to the town pooulnlhoi. 

IJiiilor Piicli circuiiislaoees the teiiooto in the c^ULOhy eon ^iv<’ 
tlielr landlords a sljare of the piolits made ]>/ selling ii.e ctoii to 
the tovais|>eople, and that share is called Hentu 

0. Moreover tlm ])a/ment of Rent has no inhuence on th« 
price of corn, because it is not part of the cwu 0/ ion, 

but it is a slnine of th a profits. 

The ]'>roof of this will be an cvcellent exain]do of the tnuh ol 
the General Equaliou of Economics we cstahlished in a ibi'Mcr 
clia]>ler • it will also well exemplify a principle of great inipor- 
taiice ill the Theory of Taxation. 

Ill many foreign tovens an ociroh or ciistoni horse, is plae>r.d 
at the gates, at wiiieli diitios a-^-e let led on all ai tides of fond 
brought into the tov^u. 

Now suppose A keeps a farm outside the town, and brines 
Ids ] produce to the inarkeL He is chnrgeil an octroi duty at the 
gates. Tins duty is part of the cost of ])ioduclion, o c., of 
placing the produce in the market (or sale. Hence he will add 
tlic duty to the price of tlie article, and the loivnsinen must pay 
it. Hence of course a tax on the product will raise its | rice. 

Now if A IS the possessor of the farm by liimsolf, he will reap 
rdl the proiils made by it. If ho has a partner 13 , the sanu^ 
quantity of ])rodiice is brought into the market; but jV an<l B 
will sliare tlie profits between them. A, no doulPu, vill have a 
less profit than if he was solo owner of the farm. ! 3 ut it is 
quite evident that because A has a 2>artner B, and must share 
the profits with him, that can have no eflect on the price of* tlie 
produce. For this reason — the same quantity is raised from the 
farm and offered in the market, and there is the same dcmiand 
for it. Hence it is clear that a tax on the product raises the 
p7dce of the prdxliictfbut a share of the 2>rofts vnll noL 




